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TRIVE SUMMARY

|
1. The princinsl defsct of the French tex system is not

thet it fails to raise sulficlent revenuss but that the burden

~tod. The tobal burdon is now so

-y of texation is bodly diste

heavy that it is doubtful ' -thor, in the absence of a netional

emergency,

hichor faxes are elther politically
feasible or economicslly ndvisable,
’ : i

2. The unfeir disiribubtion of the tax burden is not due

to the ignorance of hsx tec?n'c%‘ns bub to the practic

culties of msling the income Lo< s, which cra the instruments

best designed to achisve 4 fadr Jistribution, erk.efﬁectlvelv

Moaas qs B
and equitably. The main 727 7iculbtics are these: (a) Certain

occupational groups stronzl:r renresented folitically.(notably

. ‘ farmers) are deliberzbely v-lizvad of r»ring thelr shore ol tares

by legislative intenticon: ¢ 7 (h) otrer gzroups {notably ownnrs ¢
i ‘w . . } ) . .
‘ am=1)l and medium~-si-od businass onterprises and role

ssionel veonle’

1atically to conceal @ considerah’e

their incomes.

[

3, The waakrnassos ol the income tax h ve forced the govarn-

ment to rely heavily on cousus NDespite efforts to

prevent these fror fallins too *oavily on low-income rroubs,

these taxes cannot by their natvre be msde ts equitable o5 ef-

fective income taxes would he.

L. The tax svstam rotocts small and dnefliciont ccor
:ates egainst the enterprises and rrocerses

H

units and discrim
most likely to raise netionsl roductivity.
hut

5. The nead Tor tax roform is vniveorsally odad

SAGHAIN]
D

parliamentary agrecment con narticulir measures sesms virti«lly

impossible to obtein.
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LONGER SlIMBEARI

Everybodj knows that the Fren01 tux system 15 not working

L, but the;e is con51dnrdb7e confusion as to what is wrong

‘1. Sinch the war ar France has had cant:z.nua.. budgetarj de~

??fcits¢ W“lch h ve been rssponsible 1n part for the chronic

: ;i?f}atlon walch has done so much to upset the national economic
: zlifé.‘ There is a tendency to assume that deficits persiut, in

- ~é§ite of large amounts of post-war foreign aid, becauss Frenchmen .

‘réfuse to . enou~h taxes. ActualT however, the burden of
: . .V 3

%Kes (olus 3001al 5ﬂcurit paynients by emp‘oy rs and employees,

?bfaﬁuct, Whlch is & higher ratio than trat for'tbe United States

8 ikahmost aa hlgh as that for the Unlted Klnvdo’ The;e are

,Kncnmsn who do not pay enough in taxes, but if means were

?:tind to obtaln from them thelr fedir sxare, part at Teast of the

H;ﬂn thernfrom would have to be uicrlf;ced to *Gll“VA the op-

;ESSiVE burdnn now being 1moosad on othcrs. &lthough better

B

enforcement and tax rcforma m;ght 1ncrease revenue somevhat,

thA prin01pal hope for hlghar revenues llCo, not in the tightening

- af rates, BXLNDuionS, ctc., but in a rising ndtlowal income,

Be ter tax yleldu can conbrlbute somethlng to br1nc1nv the deficit

down to manaﬂeable proport;ons, but muﬁt be Qcconogn1ed by

' bﬁébetary economleo and higher levels of borrowing from the

e

patllc. (Thls is not a rosy Drospect, since oppe rtunitlns for

gx;endlture redﬁctlons are hard to fl”d ﬁnd hardar to push

'thr u”h the oar11amant while bi,tnr exoquGncu h;skg~m; those
b 2 "

N\

Freﬁch who are able to save reluctant to inv -,t substantial

© amg tnts in vov’rnmﬂnt bonds. )

%w;ich are 51mllar to tau_s) 13 close to one~third of gross national

,A'bp'rdved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6

SR DI




Approved For Release 1999/09/07 : CIA- RDP78 02646R0005003 0001-6

- ) § ‘

iii }
2. The principsl defect of the French tax system is that
the tax burden is not squitarly distributed. "he system taken

. Y

as a whole is pro®ably mildly progressive, but because (a) taxes
levied on consumption are so heavily rslied on, and (b) soic
groups are so narkedly underassszssed undsr the income taxss,

the distribution of the tax vurdsn anong toxpaysrs bhears litile

relation to cbility to pay. :

|

3. Consumption taxes yield ahout 57% of tha C}“t‘dT 20—
|

vernment's budgetary receipts (as compared to 22% producsd by
~income taxes.) Ty fer the most important of them is a hsavy

(basic rate l).,bﬂ) seles tax levied on producsrs, which is pro-

bably the most technically effective of French taxss. There are

=
o]

also a national and a local “urnovesr Lax on virtu\lly'f 11 commar-—
d

ciel trensections, and excises on gasoline, alcohol an
beverages, meat and some other comsodities. The consumpbic:

taxes are prohably not &s inequitable 25 is sonetines charged,

[

since some effort has Deen made Lo take :ccount in setbinz rates

<

of the importance of commoditiez and services btaxed in the bud-

|

gets of the lower income groups. HMost bhasic fo ﬂutu;f{ are sxarp-

ted from the heavy tax leviad on prodicers, and some from tha

turnover tax-=s., Indeed, as matters stand, the consumnbion bowos

N

unsatisfactory though they are as instrunents for taxwrg accorainy

to abllity to rzy, are crobiably less inequit

today than are

the income taxes.
4. The essential weakness of the income taxe
incomes are not assessed with uniform zccuracy for

ries. Wages, salaries, pensions and income fron soc

on. the whole accurately reported to the tax suthoritics. The

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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incomes of férmers, small and medium-sized business enterprises
and professional‘peop;e are generally ungerassessed. Farmers
benefit from an extrabrdinarily favoraile Fsséssment systen de-
signed by the farm bloc in pafliamenﬁ to ehsure thet farmers

will be;téxéduligﬁtly. Most small businsssmen are assassed

1

under an édmiﬁistrative estimates system which tends to discri-
mingﬁe in‘their favor, but, alonz with medium-sized husiness
firms aﬁd’professionai men, they above all are underassessed
begause'their,oépPrtunities for fraudulent, concealment of income
;arefSo great. Larger firms, which for a variasty of reasons are
much less able to conceal the trus masnituds of their earnings,
tend to be asseésed with increasing accuracy. An effort has
been madé to lessen the relafive overtaxation of wages and sala-~

ries by exempting them from onz of the income taxes; this step

the ineguity of income tax éssessment.

5. A4s the avove paragraph suggests, the principal locus
of tai evasion 1s not amonz the rich but a?ong the ownsrs of
small and mediwn-sized business enterprise]“. Although rich
Frenchmen form no'azception to the rrevailing patterp of low
tax morality, and slthough some of them are able to evade on a
large scale, the significant fact about them is not the extent
of thcir evasion but thzt they are éo few in number, and their
combined incomes form so small a portion of the total of personal
incomes, that it is éimply impoésihle to extract_from them sums
sufficient to avoid having to impose heavy‘taxes on the rest of
the population. The real prohlem of taﬁ turden distribution is
nbt how to "soak ﬁhe rich" but how to achieve s more equitable
distribution among the great masé of small and pmedium-sized in-

COmeS »

Approved For Rélease 1999/09/07 : CIA-RDP78-02646R000500330001-6




<.

® i
P a

Appfoved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6

v

\ 6. The concentration of evasion among the owners of the

Iy

smaller enterprises presents a dilemma to the tax authorities,

In the first place, the task of ascertaining the correct gross

receipts and net profits of numherless small businessmen is

bound to be relatively unremunerative in proportion to

time and effort spent. Furthermore, tax rates are as

s _»

&

the

they are because 2zvasion has been anticipated and disconnted:

if a real effort were male to make these rates fully leec¥ive

o

(to say nothing of collecting back taxss and imposing fires),

many small firms would have to go out of business,

7. It is clear that many inefficient marginal enter-

prises stay in business only bhecause the tax system favors

them against their more efficient competitors. By merely col-

“lecting the turnover tax from customers and then being

-

alds

o

keep the proceeds by not recording the sale, thousands

of

small retail esta™lis™ments manage to stay afloat indefinitely.

The whole tax sy:stan protects the smell (and all %oo ofien inef-

ficient) enterprise, and discriminates azainst “izness,

intergration and azainst adoption of modern mothods, S

ples are the favorable tax treatment of artisans, vario

.

us

raised tax rates a7plied to chain-stores, and the double trxa-

tion of capital equipment under the tax on producers.

crimination in fawvor of farmers also plays a vart in perpatna-

ting their inefficisnt production methods. In other wo

the economic effects of the French tax system run counj

constant efforts of the government tc ralse the nation?

ductivity.

8., Tax reform is obviously needed to ovarcome us
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rds,
er to ths

s pro-

0001-6



. Approved Fol P78-02646R000500330001-6

possiblef thq

lock ariseé ik eerm méasums are p opf;ed Pgrtl/, Lh:.é ; ( f“:
is the consequenCe'oL a clash ,i‘ ;.ntez é;tf among, thcge whose - ‘ 4
* re&peg‘tlvev,posulons:wlll be altered b,{ diy' reform, ,dl*tlJ it | bﬁ

: is sa,qreement betweun the thmnlsts B TIH 10 want mdfe 1ella.nce /} ﬁ’
. an ; ‘ hing use : Trudlt;onal cutmr_k‘:es g

| _‘he DeSul.”llS'to, w‘ﬁo feel T‘huﬁt cau,.;uzﬁ%;:.on taxe f

Lo be t}ze heav;—-duty ta.xes,ldnd t;a‘r igcome texss, ,

a+_;,yvly mmor Ilscal inotrtrmento ,7 snould be ;

“ en,ts muk:mé, a mmm use ‘of mmers‘o;;;al, anto- i

tl,f‘lc" éahlmat s'of p;robui Le apmo,umx te lnCOJIl..,. i

rm_?bllW proraosed b,,{ A. P:.na,.,r |1n 7952 wag mut;lutnd I’

: §comm1t ec be.ﬁore 1t was] i‘(:mall,,f n:s.th:irawn, |

an 'it ere J.s,vﬂ;’g\t;e reas\n to oeﬁ.;.eve thut‘ ot. rer. pfoposals . :
Bt ,

T

i

B
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mhe utdtlyt;CS of annual tax “*eliu ‘ysed Qar eln are

MOotly'thOoO of 19)1 b«c use that lo the Tat st year for which

the figures are compTete and fln“l The use of 1952 rigures

Wou“d not, hoviever, alter th e points m:dg heyein an aFy impor-

" l '
tant respect. In gsnsral the legislative ““@ r=7ulatfrv pPro~-
v1sions are dcccrlbed as they were at the ez_ni,;Q_)f.‘%l.95Qr since
LENE S -

¥

the lateot available edition of the uene al Tax Code %s that of
l9Sl.A‘Subsequent chahges have been included only. whe? they
have come to our atteptlon. However, it is Sa ‘8 to s?y that
no chanwes of maJor meortcnce have been mé dn ClQQGUt?3f!<

N 2+ This stgdy gives comparatively fewﬂdg;LﬁrxTequgya_
lenté” of franc amounts, This is because we are conv%nced

that such comparisons are generally more misleading tqan use-—

ful, Neither the official nor = free- or bls gx~ma.k gxghange

b

. rate gives a dollar equ1valent which makes accurate Wagze, price

B

and purcha31n7 powsr comparisons oossible._ D lar equﬁxalents
are, hoWever, given (at the official raote since 1949 o{ 350
francs to the dollar to facilitate vnders tanding in a few in-

stances where they seem indispensazhle ‘

3. Foothote references are used sparin-ly but‘a

= ¥
complete list of source materials consulted is appende?.

Attention must particularly be draim to & rechﬁ‘;@b—,

llcatlon of unlque value: it is nntltled fapoorts du Service
T

+ ™ . L. .
des etudeg economlgues et flnanc1e du ulﬂl ore des I’inances

sur les comptes provisoires do la nation dss aunées 1951 et

3
1952 et sur le nuoﬂct économlque de l’an;é 1953 (1953). (Cited

. |

hereafter &c ?gpoorts sur les comptes pTO’“Soirus.) This is tha

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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so-called "Mendss-France Report”, popularly named for the
former minister because he heads the National Accounts Com-
‘mittee but actualljJ‘he work of Finance ﬁihiqtvv'affiéialé;
For the present study, the trenchant awalrﬂlu of the French
o

econo iy as o
3

1951 has been even more useful than the national

,fac bunts statlstlco.

v',ZL; The least satisfactory parts of the prpoent studv

i are those concerned with the cetual tax ﬂravtlﬂms, as 3””1nut

instltutlons1and legal vrovisions. WellaHTP 1nformatlon mi-
inﬂ details on such subjects as assessment undsr t“e admlnlq—
tfaﬁivé’estimaﬁes system, verification of.declaratlons, fa—.
vbféd methédézof avoidance and evasion, and t%é choice of pe-
BalthS for fraud is 1: argely unobtainable from books and perio-
~dica1s. Rese%rch inside France, entailing ;nt v*o#s with M

tax agents, taxﬁavp advisors and (if pos 51b1e) certoln ate—

) gories of tanavers is nneﬁnq to otrpnvthnn t 1is portlon of

k any studJ of French tax

i
i
{
;E
{
i
!
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I. Some Basic Characteristics

;-A' Why the French Tax System is Imvortant.

The prolongedlcabinet crisié of May and June lTSﬁ,
closely followed by the outhreak of strlke: in August,‘provide
new evidence of the serious ailments of the French comTunity.
High among the French institutional and other WeaknessTs e~

ceiv1n* renewed attentlon is the nation's -tax system. .

Why is French taxation important? In what senses may

(a) Most obvious is the relationship bﬁtwaﬁn ax.

it be con51dered a cause of c1rr@nt French mlfflcuTtleT9
receipts and budgetary dlfflcultlcs. The inal 171ty'01 the
French to eliminate chronic and often large deficits

80 much to upset the French economy 81nce the war., t  the

of

- ohe of the causes of the inflationary pressures which Tﬂve done
: same tlme, 1nsufflclent receipts prevent the unde rtusz

public expenditurés‘of vital importance. The zlobal mﬁjl—
tary effort is iﬁadequate, more public housing is urgeTtly
~néeded, the lower,grades of soldiers and civil s;ryants.are
seriqusly undérpaia. This situation prevails, morooveﬂ, des-
plte large postwar receipts of American éid. Inevitab%y the
\ questién rises Whethe; Frenchmen are'contributing all they

| .

(b) Undoubtedly many of France's dlfflcthle stem

might in taxes.

from the prevailing lack of civic unity, and particularly from

the sense of social injustice which corrodes the moralj of ths
working class. One contributing cause of the hostility be-

tween classes and occupational groups has undoubtedly haen the

inequitable distribution of the tax burden.

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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T o) It is protly imoossiblge today to heve a tex

_ﬂes efflClanY and 1n1tlat1ve. In d01ng so, it is

; The present utudy devotes 11ttTe atfention to Llocal t&xas,
~i'which %p 1951 yielded 327 billion francs, or 16% as much as the
1 government!s taxes. The most important of these is a
to the national transactions tax; then come the
taxes followed by numerous small duties.

WAlso omitted from this study are the "parafiscal! taxes,
re_a weed-like growth of levies earmarked for specifiec
ary purposes, collectively of comparatively little

Sogial security payments by employers and employees
times grouped with the parafiscal faxes, althoush not
ecte by3the tax authorities; they also receive virtually
thls stady, ,

the$e are (a) the production tax, lcv1ed on hroducers

;aales.

and on Serv1ces, th, delc rate of which for commodltJ transac—

c quntly 15 35%, and (b) the transactlons tex, 1ev1ed

] lO to 70%), and a corporatb income tax ~1th a basic

bﬁr’ﬁﬁ of 34%' Thege two rrroups of taxes, wPlch tog: ther pro-—

L uce roug, y‘?O% of the central government's tax

~ Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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Table 1
BUDGETARY RECEIPTS CF THE CENTRAL COVERINALT TN 1941
> . (by official category, showing rrineipal taxes under sach)
5

Billions ‘ % of ?otal
of francs Lax recelpts

Direct Téxes 678.5 32%1
K (a)
‘Income Taxes -
|
Proportional tax 132.2 5.l
Progressive surtax 111..0 5.4
Corporation tax 217.6 10.5
»’ . ) ‘
Payroll-Pensions bax 164.9 8.0
Sales Taxes 1007.7 48:6
L | N
Production tax 808.4 39.0
Transactions tax 199.3 9.6
. . Bxcise Taxes ' ’ 5.8 2.5
- e f ‘
b - Taxes on alcohol § - 40.3 1.5
- i : ’ ' . L
Registry Duties 106.8 g;g
Transfers for consideration 32.0 1.5
‘Death and gift duties 28.6 14
Stamp Duties 17.1 A&&
- Other Taxes 4 5.8 3,3
Customs (includes internal taxes on 204.1 é;i
o1l products, 147.) ‘ ‘
" Total tax receipts 2071.8 (b) 10$.O
- Other budgetary receipts 1.8
| - |
Total Budgetary Receipts 2513.6 ‘
: ' 1
‘Source: Ministdre des Finances, Statistiques et Ltudes fi-
inggciéres, Januvary 1953, pp. 49-~58.
(a) For explanations of income tax figures, soe Table‘Z.
(b) Roughly $6 billion at the current officiel raote of exchanze.
-
>
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i | S
recelpts, will be discussed in greater detailAhereaftei.
1+ ALittle need be said of the other taxss. The iﬂfortant tax

on payrolls and pension funds is related to the income tax,

|
and will be discussed in that context. Of ths excise ﬁaxes, by
g;lVQQQS the most remunerative are the taxes.on pegroliug pro-
LA L . . . b ¢ ot agbibad
duété:,“The variépé taxes on alcohol and alcoholic berrages
. have been the suﬁjeéiiof muéh controversy because of tﬂepoli—
'tiéal pewier and sensitivity of the producers affected,1bub

they are not now and are unlikely to become major proﬁucers

of revenue. The so-called registry taxes, levied on tﬁe occa-

- 8lon of the recording of a large variety of docuzents, raise

a number of problems. The most important of them fall on cer-

tain types of property transfers, either gratuitous (giFts
and inheritances) or for consideration., They tend to be much

evaded, but their effective imposition in the inatancas[where

evaslon is impossible may in some caszs hsve a detrimsn?ﬁl
effect on the impfovement éf real propsrty and on businfss
growth, ‘

‘ - The Finance Ministry has estimated that roughly f?? of the
recelpts of the central govéfnmfant's budgetary receiptslin 1951
represented levies oﬁ.cpnsumption, with taxes on incomelrepre~
septing only about 22%., Taxe; on capital (notably the $rqperty
trgnsferlduties),:having declined in jimportance over the years,
now represenﬁ'lesé than 6%. i

e/ Ministdre des Finances, Secrétariat d'Etzt au Budget, Le bud:.i
de 1952 (1952),p.13. For earlier years, see Ministére des Financ-s,
aire de la situation financidre (mise 3 Jour faite en 1951 de
venbaire de 19/ 1951),pp.41,260-262. To establish the ratio
betwWeen the taxes on income and on consumption, some fairly arlitrary
decisions on classification are required. For instance, the pavroll
tax (7% of budgetary receipts) is administratively classified ' ith
the income taxes, but some economists call it a tax on consumpbion.

It is here arbitrarily excluded from both the 577 and the 22% ficuros,
The llinistry calculation of total consumption taxes used for this
comparison include not only the sales znd excise taxes and

customs receipts but also that part of the receipts of the State
monopolies (notably of tobacco and matches) which enter the central
budget.” This is justified on the ground that the prices of these
products include an element of tax.

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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bTbe heayy rcliance of the French on conéumfﬁlon taxe is
- often Cl“itiClu@d.? In contrast to the French ,,2%, tge United
5 Stktes in l952ﬂob§§ined 83% of fedsral tax revenues from in-

3/
o come taxes. (The compurable Brltlsh figure is sllghtly over

R Thls comparlson would be more useful if it were p0551bTe to
include In it taxes levied by other levels of government, The
\atrikigg dlfference in ratios would remain, but the ratios

"bWJ be someuhat less far apart. ‘ oo

i 50% ) The small role of French income tax recelpts 1s in

large part a consequence of thelr lack of uuccess over the

:Qlagt thlrtj-five years in making their income taxes both pro—

:,fdn tive and equltﬂbTe. It is now generally accepted in Francc

'ﬂ@ih&t untll there lS a revolution in the attltudes of certaln

.[¢at z: rles of taxpayurs, 1nclud1nn a w1111nnnass to abandon

’ftraditlonal 1e islated privileges, taxes on consumotlon must
5be relled on to bear the larger part of the flocal burden.k’
! *Unfalr as congumptlon taxes are, they'are today 1ess 1nequ1—
 tabla than are the income taxes. v i

C Ihe Total Tax Burden .

ut31de of France it is widely believed, largo1y be-

;ffcause éf ihe knohn‘extant of tax r‘vas:l.gn, the =1 thn aggre atem

- wburﬁen of French taxes pald must be comparatlvely llght‘ In‘

+

‘a‘fast) the total of national. Local and ”peraflscal" taxes, plus

‘fqipayments into soc1dl security funds (which must be 1ncluded
gﬁhoth :

':cause of thnlr tax-like character and in order to make

uau gl 1nt@rnatlonal comparlsons) has mountnd steadlly'81nce

> for the

I

r._ _The correspondini percentace
s Ppe 2931,
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United Kingdom was probably-somewhat higher,’but’the comparable
American figure would be somewhzt lower, Fhen it is rTmam ered
thgt per capita income in France 13 far om@,l*r than 17 the
United utateo, the real weight of the Frmnch tax burdoT will

be appreciated. ‘
How has so heavy avburden been imposed when evasion is so

5/

extensive? ~The answer is that the wovernment ohllre? to

-

%7’In recent vear, taxes cvaded are reported Lo have amountad
o something like 25% of taxes 0071ect9d.

seek ever greater revenues as the level of expenditurei rose,

during recent ,ezrs sought and obtalned rate ipcreases fs long

as it was politically possible to do so, and since then has
resisted most of the demands for alleviating adjustmentf in

‘rates and in basic and dependency'exemotlon provl 1ona,‘3us-

tlfled though theue often wexe bvcauqe,o Qhe_monat ry E enre—

i

clation. Thus the tax burden on Bhose tnatle {0 gvede P
become in some instances well nigh 1ntolexamle, it noulf be
1ntolcrah1e for many more taxpayers but for t”mlr ab171Ty to

evade. Revenues are still ina dequate, overall 1neq41t/‘¢nd

the detrimsntal economic effects of some taxes are intensified,

and meanwhile tax evasion, long since generall immune To 50—
cial censure, has received renswed Justification. The ﬁvadcrs

can ergue thst since the governmwent counts on g certain pro-

portion of evasion, makes allowance fof it in setting r?tes
and does not expect the established rates to be [ully eﬁiec—
tlve, to make honest declaratlona would be ¢001go4. ‘

Inevitably, there is contlnuouo pressure on the T zgisla-
tors from many quarters to alleviate the texes wihlch have bocome

the most oppressive. The indic:tions are that, in spite of the

Approved For Release 1999/09/07 : CIA-RDP78-02646_R000509330001-6




"But if the tax,admlnlstratlon Were to dloCOVeT tomorrow-;ome
miracuﬂous neans Qf collecting a”l the amounts of which it is

‘ how be;nh defrauded the pressure “to louer ratas and adJuSu

- lexanptlc

lﬂaiﬁér than cauoe the collapse of numnrous marglnal enterprlses,

':and deductlons would 1ncrease a thcusandfold

hle' portlon of the 1nczeasnd recelpts made pos 1ble

,by'effectlveyenforcement would in all likelihood be sacri-

?1ced ;n the érantlng of tax rellef.

mﬁnt of ﬁwo Wawa, 1 1914, and 1917. Prev1ous to thls, Prench

vviden'” and lntereat and four trhdltlonal dlrect taxes datlng

B ;,/,

from the RevoTutlon and based reapectlve v on the rentd1

?aluas of land dweWTlnvo and business premlses, and on the

e

~'_ﬂumber of one' s doors and windows. This arraj of tax devxces

ame 1ncreas;n@ly unsatisfactory dnd the enactment of the

iﬁcomb'taxes was foleWed by an elimination of the four tra—-
ﬁltional d;rect taxeo as national flscal 1nstruments, and

xsubseguently by ma;or chan@es in the indirect taxes.

F”@ 7';Thg four old dlrect tax&s are worth rememberlnv because

ufrom them has gt,mmed the noLlon stlll prerlent 1n French

tax thlnk;n that 1n the absence of 2n exact means of ascar—’

talnlnﬁ a taxvaycr's 1ncome, the quantlty and asseased vaTue

lw'se;ectedﬁforms of property‘0wned or used by hlm Cdn serve,

g 1ndic a of wealgh on the basis of whlca a tak can bc cal_

~ Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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A. The Personal Income Tax : “

It is important te recognize at the cutset that the in-
coms tax l t on now in force in France is by no neans
an entirely'inept‘taxing instrumenp. Huch ol it is modern in

conception. In wany respects it is not dissiwilar from owr

own fed: ral income tax. In few instances do the weaknes

f the law stem from bad technicsl planning or sxecutipn; th

are almost entirely the result of politicelly~inspired var~
riers to Just, rationsl and elfective “Jgislwtlve and gdminiu-

trative provisions. .

i

2

The legislation 1s complex, end 1t will culy be pos=
sibleAto examine those fay features which repreuvent the most
striking evidence of the spirit in which it has been anacted,
and of ﬁhﬁ it doas not work better. |

Teday there are two per uono_l income LC.E’.Cv, a propor-
blonzl tax and a progressive surtax, scch of which entails a
declaration and paymeu,¢ eech year on the previous year's in-
come. 45 their ﬁltles suggest, the proportional tex invelvas
the appliéation of & baslc rate (currently 12%7) to net Lpxable
income as defined in the statutes, while the surtax invclves
the further application oi & series of progressivs bracket

rates (currently ranging from 10 to 70%) to net !

Income

(for this purpose somewhat diffcrently defined)..

The surtax has existed (though under ¢ different nume wnhil
ramnﬂy}sﬂme 1914, but the proportional tex was only insu-~
gurated in 1948; it succecded a systewm of six separate "sche-

dular" tixes. These were levied respectlvely on income fiom
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(a) industry and commerce, (b) agriculture, (¢) professional

§] Until i§18, corporatlons and other Juridlcal persons were
Taxed the same as if they were physical persons under this
~achedgl§r,tax.

'and other noncoﬂmercial occupatlons, (d) wages ,'saWaries and

kins, (e) secur:tles, and (f) land, lmproved or unimp;oved

ﬁEac tax' ad its cwn deflnitlons of taxable 1ncome, its ovm

r‘irate or rates, exemptions and deductlons,

evadoptlon of the proportional tax has somewh t dlmln shad

F : #

)

1mporﬁance of thﬂ dlfferentlations betWeun sourceq of in~

But there remain many veotiges of the old compartmen—

',?viewp01nt that aspect of compartmentallvatlon whlch resuTts

.

ffzn the annua1 pub11catlon hy the Flnance hlnlutry of tax vield

ety

o

show1nﬂ broakdowns by categories (see Tahle 2) is

= st .
Ty'lmbortant, since it kPeDu taxpayers cOnecious

j"!:ha’o they are not ‘all being treated allke. Except pcrhaps

most 11ﬂht1y taxed of all, there are taxpavers

u‘in each catevory'who can find cause for bltternesq on disco—;

2 vering how smcll )eem.the numr@r of taxpayers in some n? tho'

‘egories, how WOW the average of thelr doclaved in-

s comes andahow 1nsufflclent must there fore be thpir tax con~

tributlﬂn. Uhdodbtedly the dlthlbution of the bax burden

i smng occnpatlonal proups in the United Statea a1l Par

ort of perfect eqplty, but the subgect never séems $o receive

lth attfntlon hexe whlch it oontlnually recaives in France.7
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Table 2 o

D TAX YISLDS UNDER JHE INCCHT

IN 1951

Tncomes)

No. of tax- Taxakle Pet. of
payers in incomes total in- Yield
category asgessed or  come |
(thous.) declared assessed (hillion
(billion fr.)under tax Irancs )
. _ g
' (a) 1 (=)
Proportional Tax 20/.8 7104 10, | 132.2
~Income from lang 4,20 8.5 1.2,
Industrial ang . |
commercial ;rofits 1453 (b) 513.3 (b)  72.3
Remuneration of | . I
managers, ete. (¢) 54 43.8 6.2
Agric. prefits 516 7L.5 10.1 .
Salaries, wages, ~te.(d) 7 1.3 0.2,
_ Professional inc.,2tc, 122 68.9 2.7
Interest payments (e) 40 2.8 Coly
Incs. rec'd outside |
France; Cther (c) 1 ; Q.l‘
Prosressive Surtax 2985 (a) ; 100. I 110
Income {rom land L0g 9.8 0.6
Industrial and com- o
mercial orofits 516 311.7 19.5
Remvn., of managers L8 39.1 2.5 .
Agric, profits 53 15.2 1.0
) Salarles,wazes, etc. 2517 1090,3 58.3
Professionzl inc., 102 61.3 3.8
Income from securities 757 6L.3 4.0
Incoite rec'd outside |
France; Cther 16 Le5 0.3 l
Corporestion tax (160) (£) (450) (f) —_— ST E (o
Total Income Tax Peccipts Lo
Source: MiQéstére des Flnances, Statisticues et btules finan-

cleres, October 1952, »p. 877-2°6,
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Notes to Table 2

: V{a) The total number of taxpayers shown as paying the
proportions! tex and sirtax, respectively, is smaller than
the sum of the numbers of taxpaysrs shown as having income
dn, ea¢h of thgﬂ;ncgme categories, since some taxpsyers had
come in more than one ca tegorj.

() Theue are broflts of flrms not subject to the cor=

; 1453 thousend taxpayers include 1154 thousand
@te basis &nd 299,000 on a self-assessment basis.

ee _below An text for explanztion.) 513.2 billion francs of
lnclude 30 3 bllllon earned by flrms on an esti-

‘_1x of the statutorJ categories of 1ncome are OLf-
ol schedular taxes enumerated in L%e e xt. ,A;

s‘ouf of proflts. Incomeq r“C“lV/d ontuide of
er arp not ucparate Categorlps under the law

j As is explalned below in the text, nﬁarWJ 11 in-
om B ,ﬁ, oalarleq and retlrement pensions have since

{e)vtThe interest payment inceme here referrsd to is a
£ the taxab1e income in the securities 1ncome
tln" of income not ta}ed at the sourcz, The

hese flgures are given only to show orders Ji m;o~
) 9x statlgblcs for 1951 do not show how many
ntes. dﬁ*he corporation tix or what their uotul taxa~
: ea ere; these figures are sstimates, -ctually

bs EdAQnédafa on industrial and commercial pro ;1t< for 195C
ues et wtules financieres, January 1953, »p.5-13
? PP A21-423

2

7 i ﬁ{g) The flgure here given for the yield of the cor-
po ation tax igcl&des 196.7 billion fr.ncs of part-payments
ina’lrﬁi on current estimates submitted of 1951 ear-
29 bl“llon francs of year-end final payments
951, (This letter figure, which scems to be

shohld perhaps be somewhat higher.)
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1. Droblems of assessment. The most serious difficul-

ties encountered by the French in levyins incama taxes are

probahly those relating to income as ment.

Americans are cpt bo think that there is only on Lvonrr

|

way of assessing an incoma: the taxpaysr mekes ¢ declaratior

of his ecrninga, Eollpwing instructions nrovided by tmn tax

authorltlcS, takos - vantaﬁe of certain exempti fons and de

tions 9110wed him, #nd sroceeds to calculste his tax, k suf-

3 to de-
is whila 1P reocrt acceurclbe-

|

ly. The 3rocedure je simplified if his incore consists en-

ficient proportion of declarzilons are investigat

e

" monstrate to him t iat it 1s worth !

- N

tlr61y of a wage or sal vy, since emdloyer d=elarations znd

withholding can be used, but the principle is not chanzed be-

cause he is taxed on his actuzl income as stoted in o declera-
tiono ) :
In France, the superiority'of the verifiecd self-cssecu-

ment system is far from baing tafen for crantsd. Two alter-

MR

native systams have lon antzcedents. The firct

is the indicial system, based cn the concept slready ﬂwntloned

that a toxpayer's capacity to nay can be czleuwlated by refl

‘ring to such external indiciz of weslth as the si-e of his

dwelling, nurber of doors and windows, number of mobtor ve-

. , _ |

hicles in his nossession or servants in his wonloy. This is

3

obviously a crude systen: for “halor L,Vl.n
alone in & large house snd ths father whese numsrous children

oblize him to own a hems of comparshle size

2 the same hHax,
The second system, nerhavs rtest described as Lha ad-indstrative
- “ e |

estlm“tos (forfai

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6




EEae

i

sessment is 01°Nhat more CQ“pllCdfmu .exte'na?4

economic dd a on thq rslqtlve yzoupcrlty

®

rri-

flrut pl uce, thelr JuutlflCatlon lle

‘y,q.n/the noL:Lon that declamt:.onu of gro re ce:.pvt S, etc.",

a@d
4nd

tc J.nvolve i‘ra,udule.nu undsrayras.sal Tle evxdunce,

e
rncelots is esﬁabllahed whigh
taka

ccount of the “verave leval of co

w1ll mﬁvz.tabTy be sone

expen iture.i To avold thls, the tendomv is memfzabw 7 to set

coelecientu so low that few 1.1’ any firums rn_ﬂ be overu.ssessed

S hou,h thls meano that most flrno will be underacsessed.
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The French proponznts of the estimates method would pro-

bahly meke two reterts to this line of reasonins First, they

(ER4 ‘

might say that the tex ratss zrs now so high that to be

assessad is not to be undertaxed. This argument 1s essentia

|

2

under-

Ly

irrelevant. Zecond, they would say that to usze a verified

self-ussessient system on the mass of small ecohomic u?its

now taxed under estimates Syctems 1s not practical, dn,‘

to attempt it would lead to even lass s&tisfactury’resTl

than are now obtained. Unfortunztely, this is

Ly, bably

Given the tex aduinistration's chronic shortaze of Iun?s

EN o
chat

ts

trus,

PR
GG

personiiel, the public hostility to real investigation Ty tax

agents, the rudimentary nsture of most small anberprise

keeping, the universality of +he practice of concealin%

whenever possible, and lastly the low tax yield in any‘c

hool~

egsaets

oy
ane

per hour of investizative effort, the task of «dminist?ring

a self-assessment system for small enterprises would rro

be unrewsrding as conditions now stand,

To an American, puttiﬁg tex assessment on an incaﬁ

claration basis must seem the goal to be striv.n for, witl

estimates systems a ool substitute to be used less and

as taxinz and tex

aying practices imprdve. Many French

perts cxpress exactly the opposite view. The estimates‘
ciple, they say, is and will remain the best azpsreach t?

problem of assessing

5]

zall business incomes in Trance,

bably

¢ do=-

loss

Ty
[P

rrin-

considering how little is obtainable in taxes under aﬁy‘cir»

cunstances fron small business, ths estimates system sh?“;m

less costly in aduwinistrative time and zlfort -- and
. a nulsance to the texpeyers - than it now is,

be reformed, they conedudiz, so that it involves

tion and less r:liance on <oclared information, and mﬁkes mors

use of scientific studies of the sarnings of
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representative firms in various lines of business.

This attitude is clearly evident in the tax reform bill
proposed by the Pinay Government in 1952, no. 4579, issemblee
-nationale, Annee 1952, Projet de loi portont reforme [iscale
: -(1952) see especially p. 5.

- Before on criticizes too freely the slow svoz zress made

‘by the French with their problema of assessment, one s

' enlémber that most of the difficulties ariss in tho assess-

'mﬁat of those groups —- farmers, small husinésses and profession-

als -- which are notably hard to tax in 211 countries, inclu-
‘ding odr an. ‘?ortunétély for our tax yields, the ao& 3&*
’inﬁome of se grbaps forms a far smaller portion of ths togal
Ex$nqone‘“u#cent1ble of taxation in this country than it'does in
f;Frgnce, so that we are not ob) liged to worry so much as muot
th@,Ergnch about the inevitable shortcomings of income taﬁatidn
iﬁ‘théaé_sectofs.
Td;sum up the current‘practice with respect to income

asgessment:

For the tgxln’ of wages 1ni oajurlea, and of MOqt divi—
’d@&do and 1ntareut the Frvnch reTJ on 1nforma+Lon rafurna b

the payers of these forms of income and on wlthqoldln? at th

3

D

re
@

1source. The larger haglness conccrnw, 1ﬁcorporuted or not véf
required to mn?@ income dpclaratlons. some of those 1n he )
;llberdl professmns and some land-owners are tfmed on the basis
@fvincame declarations‘because no estimates s;stem can be de—'
'vised for them. ?ut for small un¢ncorporated nnto“‘rlses, f9r~
,mers, and ‘the othor landownars and professional ;;apie%iestif

mates,methods are used.
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A few further details must be given concerning the

assessment of the four principal income categories, and asszss-

&. Profits of unincorporated industrial and cqﬁmer-

ment for the surtax.

i

clal enterprises. The proprietors of enterprises whose an-

nual gross receipts do not exceed 10 or 2,5 million francs

(roughly $28,000 or $7,000), depsnding on the tyne of enter-

prise, may ont for assessment under the estimates system, In
1951, about 807 of all industrial, commercial and artisanal

enterprises subjected to the individual income tax were taxed

under this system. Their owners were obliged to declars their

, - ‘

_gross receipts of the previous yesr, and to provide informa-

tion concerning their purchases, inventories, number and total

pay of employees, rents paid, motor vehicles owned, etc. On
the basis of this material and after discussions with the tex-
payer, the tax agent arrived at a figure which was supposad
to.approximate taxable income. The taxpayer entered this fi-

gure under the heading of net industrial and commercial profits

The gross receipts figure is the basic element in the

tax agent's celculation; coefficients applied to the othsr

‘ ‘

on his tax return due somewhat lzter in the yeor.

figures supplied provide & means of cross-chscking the Freli—

minary estimate. The agent has limited powers of investigation

of the data reported to him, and the central administration al

|

The estimates of total taxzatle profits in the pfincipal

provides him with certain st:tistical materiszl on business trends.t

lines of business arrived at undsr the estimctes system are
published periodically. Bach year the critics ol ths tax systen

comment on the ridiculously low incomes shown: all soris of

f
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-bu$in955es known to be highly»préfiﬁable are shéwnvas provi~-
ding ﬁgeirfowheré with incomes barely above the sugsisfence

8 .
level._/ " ¥

8/ Out of‘foughiy 1450 thousand industriel, commercial and
artisanal units subjected to the proportional tax in 1951,
sdme 1150 thousand were taxed under the estimates system.

The total declared. ingome taxed of those taxed on estimates
amounited to roughly 300 billicn francs (out of some 510 billion
francs of assessed profits in the income category). Thus the
avérage taxable income of these wnits was 260 thousand francs,
which is the rough equivalent of 3745. a year. This seems low
‘even for small business in France. On the other hand, it has
been pointed out that, at least up until recently, the ratio
between declared income and gross receipts tended to be lowar
for firms taxed on their declared incomes than for those taxed
on estimates. L. Trotabas, Les finances publiquss et les imdots

': de la France (1953), pp. 182-183.

bk LLE

:ftiﬁ is reported that many tax agents have become 551
’HﬁkgbfiCEITAEOUt the usefulnoss of ?réparing.estimgteéhog’£hé;
Wasis of cosfficients that they simply decide how:higi an Veis-—
tiﬁaﬁé the& can impose without encountering too much of aﬁ’;f—
gdﬁenﬁ and then work out wiﬁh the faxpayer avrationaié ofytﬁé
fiéure arrived at for the records. J |
. ‘Once established, the estimate ﬁay be used year after
&ear unle;s the taxpayer or the administration cailg f&r ité
1réﬁb€ati6n. ' | '

'b. Agricultural profits. The taxation of agricultural

bindbme ha; been ons of the majér subjects of tax controversy
over thé pést thirty-yeérs. iWhile otﬂer groups may.ngt pro-
vidé éédurate information concerning their inéome, the ssti-

" mates sistém for farm income hQs been so orgenized théﬁ the

farfer's tax base ié systematically undervelued without any
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need on his part to defraud. Actually, the farmers are paying

9/

more in income taxes today than they were before ths Wﬁr’ but

In 197, a Finance HMinister recommended abhandonment of the
13 - ’ 3 0
agricultural profits schedule, as not producing enough to war—
rant the expense inveolved in mainteining it.

they still pay far less proportionally to their income in

|
|

The distinctive chiracteristic of the arsessmewt of farm

money and kind than other taxpaying groups.

income 1s that, instead of endeavoring to determine each

|

farmer's income by self-assessment ahd verificstion (which un~

|

deniably would be difficult to do accurately, for boﬁh‘farmers

and tex agents), or even by estimating on the basis of declared

gross recelpts or some such figure, an approximation is sought

by a variant of the indicial system.

Previous to the 1948 tax reform the assessment ff ferm
profitﬁ, like the assessment of income ffom lahd, ﬁés bfsed
on the land veluations contsined in the naticnal land sFrvey
(Cadastre). The last complete survey dated from before‘the
First iorld dar, and so left much to be desired ss o bafis
" of reference. The "land-survey inco@e” was multiplicd Fy a co-
efficient token from a series negotiated for each aégartement
of France or each homogeneous agricultural region and vfryiﬂg
according to the relative oversll productivity of land ?n the
department or region that yesr, The income assessxmnts‘were
always extremely low in relaﬁioh to fhose of other incoTLe gro‘ups,
since the coefficients negotiated were allowed tc rise far

‘slowier than price and other statistics indicsted they should

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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ss to say, such a system took no account of

InStead

as largely abandoned for eotlmatlng farm pIO;ltS.-

scription) operated as had the old in 2 manner

e ¢a1merp, whose interests were Wel] delcnced
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to report these payments to the tax authoritics, and until

1948 the proportional tax was collected on them by a withholding

|
|

In 1948 it was decided to exempt most viages, sglaries

and pensions from the proportionsl tax and subject them only

procedure.

to the surtax. The reasons for this change were two. Partly,
it was the result of a growing realization that these forms of

income were being subjected to rslatively higher taxation than

rate wes the lowest of the proportional rates) because of the

. most other categories (even thouzh the arplicabls ”CYOW
very accuracy of assessment. A more important reason, however,
was the need for the government to grant an overdue rajs in

wages (then State-conirolled); a blanket tax exemptlon provi-

its impact than a direct increase would have been.,

ded a means of doing so considered to be less inflatlow ary in
To recoup the resultant loss of revenue, a new‘tcx

was enacted on‘payrolls (5%) and pension funds (3%), to be paid

Wages and salaries (as well as pensions) are still

by employers and payers of pensions.

-8ubject to the surtax, and are accurately assessed for that
purpose on the basis of employer information returns. (There
are at present norwithholdin: provisions under the surtgx,)
The basig:exgiption and dépendency relief provisions in the

|

surtax are sufficiently high so that most workers now nay no

ianme tax -- whlch is as it should be, sincc Wage loveﬁs are

) notably low, Salaried employees, however, are subgect to the

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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and it is oftan averred that beCuUQG of

the proportlonhl tax. It is certaﬂnﬁy true that

the payroll—penSion taz. Pricing practLCes;‘L
s'¢n Frence in recent years have enbbled

the taxes lev1e<

to pﬂ”& on most of

upon

oyers would pay corresponalngly higher wag

s, does not

'gg‘wa“e§_+n the past few yeers., It se“ms most

'hgy§ an appropriate point at whlch to streqs

N -

tlng of upec1 relic yro*vs o- tax-.
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which is normally thought to be underassessed, is himself

assesséd'accﬂ?étely? He is subject to ths arﬁificially high

“rates, benefits from no specizl relief, and is the most heavily

d. Income from securitict. The proportional tax on

taxed of all.

securities income is paid, not by the recipient of dividends

and interest, but by the distributing company (except when the

company is not under French jurisdiction) on the amount of
its distributed earnings, Thﬁs evasion by individuals of the'
proportional tax on ihéome from domestic securities is
impossible. There is no collection at the sourcé‘of the sur-
tax, and ﬁhe tax auvthorities must depend on taxpayer declara-
tions, but the tox administration have apparently found hethods

least, to a minimum. (The problem of detecting income earned

of keeping concealment of income from domestic securities, at

abroad, is, of course, far more difficult.)
e. Assessment for the surtex. The surtax is ﬁased

(with certain exceptions) on the same compcnents of income as
the proportional tax. But each taxpayer whose income ﬁs
subjected to the surtex is obiiged to declare, in additioﬁ

to the inférmation required for the proportional tex, the
rental value of his residence(s), the number and ages of

his employees, and the number and horsepower of his antomobiles.
Appiying the prescribed coefficients to these indiéia,‘tﬁe‘

tax agent makes an independent appraisal of the taxpayer's

likely income. If the total declared income ccmes to less

\

than this estimate, the burden of ewplaining the differenCe is

on the taxpayer. (However, insufficient verification of these

declarations of indicia, and coofficients whick tend to be too

Approved For Release 1999/09/07 : CIA-RDP7$-02646R000500330001-6
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Low, lgssen the rsgl significance of this cross~-check, )

?; T,”d peauctlonu. The basic 1ate of the pro-

Wages, salaries, pensions and anru1t;es

beneflttlng from the exemptlon deSCIlbed abowc, as well

ylas~a;tisanal and most prof0351ob“l incomes, b*ne¢nt from a

’,9% rate for the fractlon of taxable income below 200,000

frgncqfk_

. Tﬁe taxpayer calculates his,tentative proportional tax
'on the bQSlS of hle entlre net income. He may be entitled to
Tchtgin zeductlons of this initial fléure- if his net incoﬁe
;is belqm 60 ,000 francs (fcr the 18% rate) or 120 000 francs

, ”(9% rate), he flnalTJ pays no tax, dnd if it is only slightly
’larger, hlS tentatlve tax is reduced. The?e are further re-

Quqtlgns for eagh ggpendent child. These reductions are
féxtremely meagré. A '

- For computing his surtax, the texpayer is given the
“income-spllutlng" perlleée a110wed‘Amerlcans who mike 301nt
returnS. But nct only the spouse but dependent ch17drcn as
!ell are inecl uded 1n the split, with each chlld counting as
one—half a unlt T“ug a married man with four children, after
determlnlnb his taxesble income, divides that figure by h,
,applleo the rates qul;bablc to the quotlart thus arrived at‘

'and mu_tn.plles th,e result by 4. o

The rate schedule app11cable to 1952 incomes is as

,follows. ote that the fraction of income (or of the quo-
tient‘ if there has been splitting) below 120,000 francs is
not_ ”ta&;d.w '

The surtax contalns a provision YGdHC;ﬂ( the tax for low

- incomes, which works in such a way that an income (or aguotiecnt)
‘cf 520 OOO francs or less is in fact not taxed.

‘
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For the fraction botween:

1,000 =and 180,000 francs

(  $500.) no surtax
181,000 and 350,000 " ( %1000.) 10%
351,000 and 600,000 " ( #1,700.)  15%
601,000  and 900,000 1 ( i 2 600.)  20%
901,000 and 1,500,000 (3 ,3u0 ) 304
1,501,000 and 3,000,000 ” { gu,nOO ) 4LO%
3,001,000 and 6 OOO 000 u (%17,100.) 50 or 557

Fraction akhove 6 OOO OOO " fo or 7 %

(In the last two brackets, tne bighsr rate given is
applicable to taxpayers without any dependents.) i

Table 2 shows the taxes levied on family units of

|

The true significance of the tax burdens shown‘can, of

course, only be anpraised in the light of such considersations,

3. Impact of the personal income tuaxes.

various sizes and earning various incomes.,

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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Note to Table 3

The assumptions used in compiling this table were
{a) that the total tazable income of each of these bLaxpayers
was the some for both taxes (except in the cases whers in-
come was wholly exern v bl portienal tex, as shown
cox (b)ot;'+ L ugFed fro& the proportionzl tax, as shown),
/ baat Tthe entire taxable income of esch of these baw-
payers fell into a single rate category undar the pronortional
’ il 'v d L) e o !l A s "‘ y . -
tax: either the 187, or the 9% for the first 200,000 francs,
or the totally exempted category.
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as the relative liberality of the interpretations of what

. .

constitutes taxable income and the degree to wjiich 1ncoTe in

gach catezory tends to be underassessed. But in examining
. v ‘
Table 3, ons is particularly struck by certain sspects of the
incidenée-bf the personal income taxes.
(a) Income taxation can be éxtrémely'heavy.on small

incomes. This is because the proportional tax rate is (ei]._a-
3]

tively high while the reductions allowed for low incemss and

dependents are extremely meagre. For instance, = married

taxpayer with two children and taxable income of 200,000 francs

(which is roughly $570. & year and very small evsn in France),

if he 1s not exemdt from the proportional tax or entitled to

the 9% rate, could be taxed 24,000 francs, or 12% o7 his baxahle

income if that income were accurately assessed. Fven ur'ier the

9% rate he would be taxed 7,000 francs. Such a rate”structure

(b) At the other end of the scale, tha top rates ave

makes evaslon in many cases essential to survivel,

reached at what seems a surprisingly modest level. T

cpen—ended surtax bracket opens at 6 million francs,

L Using the official exchanze rate, this 1s roughly a
7,000 pre-tax income., Actually, an income at or sbove this

level is much rarer in France than in the United State@. Ne=-
vertheless, such an income is cortainly more modest by French

standards than a $200,000 income by owrs. |

pared with $200,000 in our federal income tax. Effective rabzs

are extremely high in the upper levels, especially for persons

without dependents, as Table 3 shows. The bacholor with a 10

million franc income ($29,000.) who is subject to both taxes

falls under an effective 71% rate; with 20 milli‘on francs it

would be 20%, with 30 million, 82%; in each of the latter
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Aeeses, the Tast 10 mll110n are taxed at 88% (18% nroportlonal
_—tax plus 70% surtax)
‘ These ;;rst two aspects are exolalned by the fact that

"rising revenue requlrements have prevented perlodlc revzslons

of th rate structure sufficient to offset the effects of the

'ldepreciation of the franc, The rates and lew~1ncome and de—

xqgg?and rellef‘prov131ons of'the proportional tax have;’
- not in fact beépwghanged since the 1948 reform. The surtax
: ,reteé haﬁe.beeh chznged, but not enough to offset tﬁe,menetary |

jdepreciation.

: {b) Having chlldren entltles one to relatlveTy greeter
f:tax reilef in France than under our federal income taxgk Al—
ﬁthouﬁh the dependency reductions 1n the proportlonal tax are
on“y signiflcant for the poorer taxuayers, the advantage ‘
Eize of ‘the 1ncome. _
(d) The 9% reduced rate under the proportional tex is
.wonly a 51gniflcant adventage in the lower income brackets. ;(inJ

" most cases it mere y reduces the prooortlona1 tax by a flat,

\“18 OOO francs, roughly 350. ) The total exemptlon from the:

[”Proportional tex granted sa7ary—°arners, on tbe other hand t

is a major benefit, since in general 1t amounts to an 18%

 reduct;on in the effectlve rate of the comblned taxes.‘ Were

V;it not or the known underasuessment of bus1ness proggts and

' tr e in the case of 1nterest and d1v1dends, underasseosment of ’

1su;n genergl sllght). The man on a_salary, married

>
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;nd'with four dependent children, whose income ccnsist F entiral:r
of his salary, on a tuxable income of 3 milliéh franes (88,500,)
pays 338,000 francs in taxes, or 11% of that ircome. The man
with the same number of dependents and with an assessed taxable
‘ ;
income of the same amount but consisting of husiness pfofits or
of dividends, pays 834,000 francs in texss, or 28% of his income.
The professional m'n in the same posi tlon, enafitting from the
9% rate on the first 200, 000 - francs, pays 820,000 franes, or
27% in taxes.
B. The Corporate Income TaX. ‘

24

5
This tax is actually more than = tax on corporations;

it is levied on a veristy of types of business asscciation

having legal personality of which the true corporation (socigté
anonzme) is only one example. Of the 161 thousand enterprises
subjectad to this tax in 7050 133 thousand were ‘1m*ufd~11a -1lity

. A
companies (5001et€s g2 responsabi 13te 1L”Jq“°) and 21 thousand

were corporations; the remainder took various other f Tmso

2L

&

|
w
f‘

fo
Enterp:ises subject to the corporate tax do not =l
pay the personal‘taxes, but distfibuted earnings ars tixed
both to the compeny and to the recipient of the u1v1u~T s‘and
rr

o
interest, as in this country., The rate of ths tax is ¢urrertly
34%. Although compsrison between the rates of different
countries' taxes is hazardous, it can proba*ly he said that
while 1&1*& compinies are currently taxed gornngat morT heavily

today under our federal corporate tasx

crz largs FTench

companies, the smaller French companies, benelitting from no such

|

reduced rate for smallness as our tax allows, sre mor

taxed than their American counterparts,

Assessment under the corporate tax is by verified
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declaration. On the whole, the companies subject to this tgx -
have fewer possibilities of successful evasion than do the ‘ o
enterprises whose earnings are taxed under the personal incpme
taxes. As will be stressed below, however, business enterp;ises "
in both categories are Probably able to escape a considerab}e
pert of the ultimate incidence by passing the tax on to conT .

Sumers. f

III. The Sales Taxes.

France has two national sales taxes, known as the

Production and transactions taxes, and a local sales tax

known as the local additional tax, which is similar to the

EEd

transactions tax,

The production tax is, from a revenue -producing viewr
point, by far France's most Important tax. In 1651 it alone‘ .
Produced 39% of all tax receipte. It is perhaps the most ‘
successful of French taxes in terms of popular acceptability‘ .
and compliance. The main reason for its relative success ‘ 4
seems to be that those who pay it originally are comparatively -
few in number, while its ultimate incidence falls mostly on
the many consumers who are only dimly aware of paying it. ‘

The very importance of the tax in the fiscal structure,
however, gives to.its continuing defecta’a ma jor signifi-
cance for the national economy, |

Since the First worla War, France has been a labora- 1 (v
tory of sales tax experimentation. Ever since the adoption oy,
of this form of taxation, liberal political partiss have at-~ ‘

tacked "taxes on consumption” as unjust and have urged their

Approved For Release 1999/09/07 : C_IA-RDP78-02646R000500330001-6
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abolition. Yet it is noteworthy thst when these groups huve

been in power, they have in fact made no serious affor
upon these convictions., The enles taxes have heen too
and it has lonz been clear thrt, until the income taxe

greatly improved, any effort to use tham more axtensiv

t to ent

productive,

5 -.can he

|

ely while

abandoning or raducinz the importance of the sslas texes would

result in = more ineguitable tax system thsn France has todav.

ds The Production Tex.
The production tax was estaklished in 1936

.
il

a general turnover tex and a number of spacial exclsec

{2

to it. The turnover tsx, levie! on virtually all commer

e

transactions, had proved to have a number of disadvaent

Lo revlacae

aroandad

cial

ages.

Perhaps the most serious was that the total tax included in the

price of a commodity veried according to the number of Lrans-—

actions through which it (or its constitusnt

BTN 3 s
serhs) had nassaed.

The result was a quite arbitrary tex discriminstion betwesn

competitive products. The aims of the 19246 reform wers Lo

L)

eliminate this cumlstive asvpect of the tex, and :lso

to remove

the necessity for collecting a sales tsax from innumsrahle small

1.

retaeilers. Tven when they were able to vass on the en

4

1 ORI N
A TELT e TaXx

to consumers, most swall retszilers tended to moke dishonest
; 3 ‘

1

deéclarations, which were, howevar, extremely diF

-~

fleult

From 1936 to 1948, the production tnx was

f

once with respect to each commodity, on the occrsion c

by the last firm to perform an "act of production” on

1948, every firm performinz M"acts of sroduction® on &

to verifve
levied only
£ its sale
it.  Slanes

commodity
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it +]e] ,gltugnt_materlals by his supp11ers which taxes have

The production tax 1s,thus_a limited

ﬂﬁax‘on value added", since the tex each fifm pays

q lyfs v»lue. Under thls system, the total size of

nfhousehgld budbets. The most important of these

e relatlvnly-We17 enforced, A major reason for

T ﬁhis is,ghe prov151on for the deductibility of previous taxes

"roducer wishes to avoid legal liability for a

‘ "‘:1,;tax on the full value of an item s0ld by him, he must be able

;;“  to'establ1s, hls r;ght to deduct taxes paid by his suppliers

to him. To support deductions claimed he must

S

 lb§%§bléQt p:édqce,purchase vouchers in which his suppliers

‘Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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ded ﬁith respect to meterials physical y‘includmd in a
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A L ‘
have certified that they hgv ald productlun ‘taxes aﬁd inclu~
ded these in the price cherged to him. The availabilify of

these purchase vouchers gives the tax authcrities an ifvaluable

means of checking on the taxes dctuaily*paid by producers., It

also makes it possible for the authorities to verify tFe
income tax declerations of producers far more cffectivFly'than

The principzl technicel defect of the productifn tax

they ever succeed in do:ng with distributors.

is that, while the cwmwlative effect of a turnover tex is avoi-

COMINo -

dity, there is no deduction allowed oi taxes peid by pTodu
oh tools and machinePV, Of’le eg ulﬁment, and a variety of other

commodity and service expenditures whose amortization must be
‘ |

included in the price of consumer goods. The failure To nake

taxes on copitel equipment deductible (or simply to exempt such.
' ?
equipment from the production tex) constitutes o deterrert o

technical inncvations, a discrimination against machlnT pro-

duction in favor of handicraftso In a country s ugglln) to

. overcome the econcmic disadvs ntages resulting from high Izoduc-

|

ce
<..

tion costs and inefficient business practices, this fi ﬁ
discrimination against modernization is singulc rLJ‘unfﬁrt cnate,
B. The Tranoactlons Tax; t“e Local Additional Teax.

|
Although the production tax enacted in 1936 was supposed

to put an end to the use of turnover taxes, in 1939 the need

for new revenues for the war effort ceused the enactnenf'of

& newW turnover tax, which has never since been ecliminated., Tt

_1s now called the transactions tax, its besic rzte is 1%, and

AN
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© it ds lev1ed on nearly all commodity and service transactions.
Although oubJGCt to much evas1on, espe01allv‘by-retalloro, it
~*nevertheless produced almost TO% of the cen‘l‘ﬂ."a'I government's
tax recelpts in 1951. One feature of this tax worth noting
iékalspéqial raised rate (1.8%) applicable to’the sales of
.chain, sﬁerﬂs”and»establishments doing both a retail and whole-
saqe bu$1ness. A
j The most lmﬂortcnt olngTe source of local government
‘ ta% revgnue ;s the local addltlonal tex, whlch is in most respecfs
Bimilar to £he transéctions tax. Its basic rate is 155%, with a
- spec;al ralsed rute of 2.7%. The local governments have limited au-
: ;choxlty to raise these rates dbove the levels estab11shed in the
TﬁaxﬂCng.‘ Unlike the transactions tex, the local tax is not
Levied bnvqommodity transactions subject to the production tax.
JL'E iﬁxemptions from the ﬁransaétions and locel taxes are
;QOQFidefably more limited than those provided unéer the pro-
éugtignétax.? In its current effort to reduce the prices of
Kgyecogeumer'goods, the Laniel Government is arranging to
: sﬁémptké number of food items now subject to these taxes.

. Co Proposals for Sales Tax Reform.

For a number of years, reform.of the sales tax has been
much dlscussed. The Plnay tax reform b111 of 1952 coptalned 2
: ,‘:go@grgg;nsive reform plan. The bill was never yoted on, but it
"geéms‘I;kelﬁ that some reform of the sales taxes along the lines
p:é?gse? in ;t will be enactgd sooner or later. TheiPinay proposal ;
_ﬁas tha% the production and transactions taxes should be,compined |
into a “slnFTe tax on value added”, with a rate of porhqps 20%.¥

The tax Aou1d apply to the yalue added" pot only by a alT producexs

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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but also by wholeszalers and
pertial deduction of
equipment,
ertad ir“r ¢ reta

be conv

IV. A Critical &

taxcs levied on 10010, Wu,,gibr,,

etcﬁ, would be poermithteds

perhi ps

Y
"he prasondg

A Persnective
Much of the
French taxes is
of what has been written on
tends to he doro;“ e A

3 M >
nomic observation,

way in bitter, somotimes d

ticnel institutlons end hitits,. Forsigners insvy

to accept Lnl

are often complacent «hen %

eval

It is not intendad

texation. The defects of the

Nevertheless, some of the :

misdirected or at lecst cwvors

that the nature and operabi

are to a larze exbont determin

3

status of Frence's politd
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Mﬂch stregs is placed, in ull current wrltln* on French

‘ on the uxtent of evaSlonw Evasion is indeed a serious
Its causas, extent and the dlfflcultles in ellmlna—

i%inf“it are dlocuused hereafter.‘ The toau t“ken ln Munj ar-—

s almost unlque in nature and maanltuua. In fgct, even

;mprqllty (and algo "tax literacy") are recognlzed to be so
/We:more “1scr1m1nab1n~ modern tax dev1ce 5 such as

fthe income;te.x, are *‘Ullod on scarcely if at all.

The fact remﬁlno, of course, that the amount of revenue

lqst ;n Fran@e becuu e of tax fraud has serious consequence~

.for the'na, onal uelfaxea As &lready p01nted out however,

f  taxes actually collected represents a heavy bur-

_dén on the econamy. Greatly improved coTIectlons “ould in

the lpng run'probablj not result in a much hlrher level of
btax reCelpts but rather in a dlbtrlbut¢on of uhe,burden, with

vaV&umE 1yof the rates 70uer than they are now. To say that

"the Frcnch.dan't paj taxes', then, is wide of the merk: the

pcint:is that some rrenchmen don't pay thelrfpalr uhare, so
that others must bs oveltdxed to make up for it.

Popular ‘discussions of French tax evasion lneVLtably
Btress the alleged undertuxap;on of the rich, with a tendency
to suggest that they are the prlnclpal beneficiaries of the

system s defects° This too is a dlatortlon of the truth.

¥
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Taxes being high ¢nd tax morality low in France, most rich
people do their best to pay as liﬁtie aé>possible. Certain
of them - the relatively few rich férmefs, some of the best-
pald prbfessionzl men, the comparatively few businessmen who
have opportunities for concealing assets_abroad; and the
cleverest of thogelwhose wealth has been illegelly obtained -
undoubtedly pay far less than they éhould. Wealthy Frenéhmen,
like some wealthy Americans, also do their Eest (with sore
success) to keep ahead of the tax authorities in inventing
methods of avoiding taxes, But the taxes which fall on well-
to-do Frenchmen are heavy, and some of them (e.g. the taxes
on income from securities and on corporate esrhings) are
relativeiy well enforced, Furthermore, a considerable portion
of the attentions of the tax administration is devoted to_inves«
tigating well-to-do taxpayers, pa;tly becéuse their evasion
is the most Shockinglané inexcusable bﬁﬁ'moétiy because such
\ inVestigétions are apt to be the most rewarding in terms of
manhours of investigative effort expended.
To whicﬂ it must be added that since large incomes
- constitube an extremely small proportion of the agsregate
of incomes in France; far less revenue is lost because of the
considerable amount of fraud by the rich than is lost because
of evasion by the owners of smali and medium-sized enterprises
and bescause of the fiscal privileges grahted to farmers.
;Another inaccurate statement often mede is that the
 tax system as a whole is regressive, l.e, taxess the pocf nro-
portionally more heavily than the rich. A study of 1946 fax

receipts (discussed below) indicates that the system in that
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g : \ » nedrly all tbe taxes. It maJ un’l be true

Mvtgﬁtwamplgyed personv are todaj relatively overt xed as a

3 ;granted ‘The incidence of the sales and ex-

..k esch the rench Sthem have their close ¢ounberperts in

/p blams‘ #Rarely is the explandtlon of a French tax prov1—

‘whlch_to us Seams unsatlsfactorf to be found mereTy in

ﬁnaWarenes» that alternaulves exist. Most taﬂ provisions

:

have the¢r ;g;ggghg_g;;g in France's hlstory, in the stage

“gwhlchZWTench lndugtrla., agr;cuTLural and comnerc¢ﬁl evolu—

tiog haa attalnad in flnunc1al and accounting practices,

he state cf c1v1c apirit and the balance of political
' forceu.”
i The followlnb a‘e a few aspects oP the French institu—
k'tioéal Settlng which are rﬂlevant to the tax system.
(a) A far larger proportlon cf the poauﬁutlon of I’ranca
; conﬁlsts o ;farmers and small businessmen than is true in the
‘ Unlted otates._ As has,;lreauy been pointed cut, these groups,

.'together with the llberal pIOfeaSlOno, present = taxation
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| |

problem in all countries, ; o ‘

(b) The use of the corporate form. of business‘enter-
prise, of bank deposits, of highly formalized accounting
|
, \
practices, factors which greatly increase the ease of Fax

administration, are much less exbtensive in France than‘in

the United States.

(¢) French business is characterized by the pfolonged
existence of many firms which in a truly competitive eTonomy

would not survive. Goverament, labor, and even the moTe

efficient business units tacitly conspire to keep thes? firms

afloat. One form of protection they recelve, as will ?e
described below, comes from discriminatory tax provisions

(some relieving them, some penalizing the more efficieﬁt

business practices), couplad with a hesitancy to push Wigo~
rously those enforcement measures'which wguld reduce,tﬁeir
tax evasion. The }eluctance of efficient firms to pusﬁ coi-
petitive advantages, indeed the freque‘nt practice of coﬁ.lu-—

slve price-setting, also facilitate the shifting to consumers

of taxes on business profits, |
(d) The relations of Frenchmen with their tax ffficiels

differ from those between American taxpayers and tax agfnts,
While we have come to accept the investigatory powers entrus-

ted to tax agents &s a necessary evil, and on the whole tend

to trust the honesty and discretion of the agents, the Lrench
public aﬁd parliament‘alike are far from accepting the Frin—
‘ciplé that fiscal needs should prevail over the right tT prié
vacy. Indeed, the ,scope of the whole concept of "busincss

secrets” tends to be much wider in France then 1t now iT in

this country.
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(e) The whole atmosphpre of relatlonohlps betWoen

n is dlffﬂr“nt in France from what we »
A con31dera‘73 segm”nt of the Dopu1a—

Oﬂpose th e uhgle reglme, i1ts democratic or 1t Qap;tﬂl

"Businessmgnvapd farmers). Even among many of those

o these cateﬁorles one flnﬂs & lack of enthu-

fiﬂures, institu-

Frnnchmen a con—

Vthencommunaﬁy

1_beh1nd his o'ligation to t‘ﬂ .mllg and

'”t to_stblve;for exore551on of his porsonalLtJ.r The_

-

The syutem 1s workln

ot to, ‘stI ) i% fr,om criticism,

i1y to y:”“ébmheéﬁy demsnds 2re belnv mgdo on ;t

{ France 1s;ﬁo plng

fm;‘ld. .
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Bf ___plex1ty of the Tax System a"d Frequenc* of Chanh

Frobably'and tax system which absorbu as ruch revenue
in proportion to gross national product as does the French system
must utilize a wide varletv of flscal dev1ces, if only to mitlgate
the detrlmwnt L effects which any single tax is bound to have if
applied too intensively. Nevertbeless, dgoplte major amputations
in recent years, the French ujstem is still probably too complex
to be admlnlstered with maximum efficiency.

" More serious than the number of taxes, however, is the
lack of consistency and logic. The system is a patchwork,
havingvevolved more in fespcnse to special situatidns nd
pressures than to a central plan or concept. This character-
istic sometimes produces unfair and economically detrimental
results, as when easily assesqed tax ba es are utilized for
& whole series of taxes without adequate regard for the ag-
gregaie.bﬁrden thereby imposed. The ffequency:of fiscal
tinkering also has a bad effect: the'a@yantages of familiarity
and certainty, which tend to lessen hoétility'to unpopular
texes, are largely sacrificed. All too many exceptional one-
time lev1os, entailing wasteful diversion of udmlnlstratlme
attention'from the enforcement of the permanent taxes,‘have
been employed{ Complexity; constant changes, the use of ex-
ceptiona’ lev1es, and the absence of a unifying logic huve
all resulted 1n the system's belng inconvenient for taﬁoayer‘
and difficult for the tax authorities to administer efﬁiclentlyo

Also, as general prlnc1ples and unlformltf of tr“atmenb

dlsappear, the tempt tion to grant exceﬁtlonal sreatment be~
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mas hardsr to resist There have been all too many special

mptlons, deductlons and reduced ratas to p"omote or pro-

ect'favored activitissu ‘Some of the concessions made have

Mic'merit; bény'have not, merely representing surrenders
s 2 M8 J

“political pressure.

E ﬁ;gégg;ﬁies in the Tax System

1. Is the system as a whole progressive? The ovgrw

11 pro§r§531v1tv of a tax S]Stcm has come to be genﬂ“ally {
5 thsyflrat test of its falrness. Most people now
hag; siﬁcé in general the larger a'mah's'income the
gf{ﬁly‘&bés he need each additional increment to iﬁ
v'to prov1de that the proporti ton of tax burden to
me}sbgll increase with size of income (some account being
vsn ef number Qf dependents and a few other specizl cir-

ces) Not all the uax dev1cas wiich governnznts have

£ the syotem as a th’e la the obgpctlve to be sounht with

s of

VanTl progressivity. (Indeed, a justificstion

atlvely teep income tax progres 51v¢ty'maj be the

arall ;Lo;resslv1ty of a tax system. A bon attempt

ir . Data for a later year would be preferable,

Broghler Finances : oubligues et redistribution de:z
g (1950). As the title implies, this is a study not
LT of tax incidence but of the total effect of government
199 borTOW1ng, ;pendlng and paying debt interest on the
butian of pwlvate incomes.

‘
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particularly in view of the changes in the tax structyre

'

since 1946, but it seems likely that the general conclusions

- While the incidence of taexation varies widely for

of this study are still valid.

different categories of income, the author concludes that

in 1946 the éystem as a whole was mildly progressive. Even
thebconsumption taxes were in the aggregate'sligﬂﬁly progres-
slve, he thinks, as a result of the exemption of basic foods
:and the exceptionally’heavy'leviés on.certain nonfessTntials.
He notes, however, that if receipts from cergain exceptional
1evies'colleéted in 1946 are excluded from the calculﬁtion,

the progressivity flattens out markedly for the top income

M. Brochier emphasizes the remarkab;y‘l@rge_pioportiqn

brackets.

ofwthe total of pri?ate incbmss going to those with swall
(lO0,000 francs or less) and”hédiuﬁﬁ(SOo;GOO franés or less)
incomes. There are (appearances to thé contrary) so few

- really high incomes to be taxed in France that no tax system
can obtein enough revenue from thé rich to avoid the necessity

Although it transcends in scope the subject of teration,

of relatively heavy taxation of the lower incomes.,

M. Brochier's final conclusion is of particular interest. One

N N . . |
tends to assume that in a Statfzyith progressive taxation and

S i3 i
gomprehensive social security, the total effect of wovern-

. 13/ Social security and femily allowance benelits are hroe

treated as government expenditures - just os aove payments to
the benefit funds were treated as the equivalent of taxes -
despite the fact that the social security system is adminisbtra-
tively semi-autonomoys. Payments and benefits are chbligations
created by zovernment to achleve public objectives along lines
prescribed by (and closely supervised by) goverisent.
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and spendmb is to eflaﬂt at Tebut some redis-

's’:rlbution o i come from the rlcher to the poorer aegfx’cnts
. kaf the populatlon.

This is not so in France, says M. Brochier,

?he low mcome ,;egmant o& tbe popu" ation in ,!+5 ‘paid more

in<ta;es.than lt,obualned ln beneflts from go%efnmnnt spend-

b;ﬂh—lncome oeument paid lass than 1t re-

qonylderably more prog“ﬁ°51ve ta/ Jotem (ang a

The expianatlon glven by M. Brochier wl'y 'aub‘l.lc ilnmncm
ay tend to redistribute incomes as they do cannot be dis-

should be said, that he emphasizes chenges
£ public expenditure as the best means of

, comes from rich to poor if that objective
1d be adopted ;.n France.

oy . :

.,‘"!i
vmand fraud. The fact that thﬁ Lax ngtem

e :p "'nc means mdkes it pqult.abTe. As hus alrraady

9 There ar:"numerous exampTGs of legls tlve dluC“lmJ-

nation in the Tgx Code.' But the case of farmers is out taﬁdlno
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Of somewhat over 2 millicn farm families in France, a large

majority subsists on tiny lencdholdings and doubtless earns

|

too little to be taxable under any reasonable income tar.

But only 53,000 farm families paid any progressive surtex

billion francs, or 1% of the total taxable income subjected

at all in 1951; the income taxed of these was only 15.2

to the surtax. The 516,000 farmers who pzid the propertional

|

tax (the basic and dependency exemption provisions of which

|

are considerably lower than for the surtax) were taxed on

|

only 71.5 billion frencs of taxable income, or an average

'of‘less than 140,000 francs a yesr of farm income per family

|

taxed., Yet farm income in 1951 has been estimoted, on the

basis of value of prodﬁcts, as totalling somevhat over 1,000

billion froncs, GCleerly, even moking generous sllowance for

|

the sum of the incomes of farmers whose low incomes entﬁbled

them not to pay any tex and for personal and family disassess—
~ J y

ments, farmers as a group were taxed under the propertiecnal

|
|

In the Report on the Provisionsl Nationol Accourts for

tax on only a minor fraction of their actual incomes.

195)., reverwe lost in 1§5l beceuse of the special treatfenf

_of farmers under the income tax is estimated at 65 billion

francs: 50 billion under the proporticnal tux snd 15 billdon
under the surtax. Farm income actually subjected to tax is

estimoted as being somewlere betieen 10 and 20 percent of

|

potentially taxable farm income. (This is in contrast to

the industrial and commercial sectors, for which it is esti-

|

mated that roughly 8C and 72 percent, respectively, of no-

|

tentially taxable income were actually taxed in 1949.) Fur-

|

- = . i
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s eXﬁmptlons under the alcohol tax and the exemptlon from the

transactlons taz's of ferm preduce consu.med on the farm are

Atimated to have cost the state 8 billion francs more,
Thls brings the total cost of farmerst tex prlvlluges to

~i slightly over 100 billion francs.,

rts_sur les comptes provisoires, p. 61,

Ho:satisfactory'means exists for calculut1n~ with any

7 cision the revonue lost because of tax fraud. Recent es

e'jtimates have varled from 300 lellon to 1,000 billion francs

) ar, Whlch for 1951 would have repr’sented a2 range between

k,13 aﬁa 42 of total taxes collected, The amount of fraud

: cert 1n7J'1ncrea with the "rowtb of the total tax burden.

'V; While f=w Fronc% taxes are evasion-preof, the problem
iS‘szt serlous with respect to the income taxes, Loughly

fwhaifythe revenue Yost can probably be atiributed to income

16/

.tax evqs1on. As alre‘dy'noted thlo evasion is most serious

raudgand flsca1 pr1v11egeh ogether are estimated to
ﬁuce the yleld of the income taxes by more than AOp, ibid.,p.99.

: the:unlncorporuted enterprises subject to the pﬁrsonal

in ome taxes and among the l:.bera'| profeu31ons. While the

4leglslat1ve dlscrlmlndtlon in favor of farmers favors the
“big farmers most —‘Nlth most umall farmers too poor to be
;i;tgzable under any income tax, the prosperovs farmers are the
k5freal beneflclgrles of the e}traordlnurll* favorable assess-

ment system - thp fallure to eliminate tsx fraud in lnduotry
'_,&ad,commerce resultg in benefits which are distributed in

inverse proportion to the size of enterprise. The chort ch
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\
the Provisional Naticnal Accounts for 1951 cbnt&ins tdj cl
lowing illustrative estimetes:

Fraud as % of Declared ?roilts in 1950, by Sizag of FPirm
(bsed on investigated decl*rdtlgnq)

Annual Business turnover Corp. Tax Prop’t'l fax
" over 200 million [rancs 25% 35% }
20-200 "o n 30% 45%
720 " n 65% 60% ‘
less than 7 o " 11.0% 8oz
weighted average 30% 57%

In general, there is more fraud among commercizl and

. : !

service entbr prises than among produgsrs; this is in con
derable part due to the technical efficacy of the,?rodjction

tax, the assessment of which provides the tax administﬂation
with 1nxor1 ation valuable for the enforcoment of sevaral

L/ |
other ta:ﬂ”

Estimates of Undeclared Gross Receipts and Net Income

in 1949
Gross Receipts Het incoms
Actual Untaxed ¥ of Actual Untaxsd ¢ of
; bill.fr.){b.fr. 5 fraud (Lofra) frand
Industry, trans- 7 . T
port,public wiks 80C0 310 3.9 210 ‘160 9.7
Commerce,Services, 7200 800  11.1 730 220 28,3
liberal profes- ' |
sions {
Totals 15,200 1110 15950 380 T

17/ Ibid., pp.62-5L, »
A : o]

3. Problems of enforcement. Some of tre Trachbical

T c { (SRR

ficulties of sliminating tax F aai heve been alluded to° The

task is far too big for the staff avaliéuaeq Pu;l;u} aLary

I

distrust and public h050111tj have longz hinde ol L Csebive

G LRR

Lopdeli

investigation. The fact that evasion is s¢ widespread pod
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: fsﬁbjeét to so litile social censure makes it much harder for
:tﬁe aﬁthbriﬁies to '"make an example" of a wfongdoer; the un~
"fflﬁckyvﬁictim is consider:d‘by his colleagues and his repre-
“‘  sqntative in parliament to be harshly treated, since hs has

ibﬁly been doing what everybedy else in his position has done,

. The arsenal of sanctions seems on the whole to be ade-

3

quate, fines can be extremely severe, and it is entirely pos-

s le to send a tax delinquent to jail. Until recently, how—

o erzr, the more sevore pend Ttle” were *areTy invoksd, and even.

: ndy heavy Penalty payments are upparentl; preferred to court

g“deedlnga and a possible jail sentence.

E An enforCemsnt drive is LurrentT" (September 1953) under-
~f;_way, Wlth much press publicity concerning the delinguents
‘brqught to heel &s one might‘expeCu, the cases reported

o tend to be of the sensational sort: most often they involve

rich men whose azsets abroad hajv been revealed or whose ow-
)n,;shlp of chateaux, automobiles or yachts has at least come
Aiwito;fhe attention of the authorities. The indications sre
ff/that investlwatlon will as always be larvely confined to the
‘i fﬁax status of the well-to~do, with little -attempt being made
it penetrate the jungle of small business evesion. This is
'};fcertainly easy to understand, ZEfforts to uncover fraud among
;Lsmall f;rms are bound to be relatlvely unremunsrative in tnrms
:;;efbextra reyenues obtained per manhour spent. Furthermore,
Qéthq“actudT colle0ulon of taxes due from many small marginal®
fésntarprlses (to say nothing of penaTty payments) would pro-
f”bgb;y put many of them out of business. The economist may
:‘séyifhaﬁ the elimination of these inefficient economic wits

~ds necegsary if national productivity is to rise, but the tax

‘%Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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offiCLal and the polltlc an naturally h“élt&t“ to envi 5ags

e

© measures which will lead to this result. On ipeuQ§her‘hand,

there can be no_doubt that Tailure to search out evaderns among

small businessmen perpétuatesAthe fraudulent p:og;ivitﬂma of
this caﬁegory'of paxﬁryér and feads ﬁhé cynicism of ot?er tex-
- ‘p§yers.
| A marked lmPTGvaﬁﬂt in overell tax enfcréémmn
been achieved in récent years. The tax administration
béen;regrgrnized,_the‘number of tax agents has incress

vestigatory procodures have improved, central rocords

9 o =3
o
-
B
5
i

payers are betber orgonized, znd penalties have become more

severe and are more reudily used. Txamples are being made:

a pumber of evaders have been sent to prison. Cries of nIn-
~quisitioni” ere being heard in prrliament and the ivhj ~aing
press, Which is undoubtedly a good cign. Additional tﬁxes

a5 100 billion ‘rencs in 1951; 160 billion : were anticinated

collected plus penclties are said to have totalled as Wigh
for 1952. In particul:ir, the larger Llrms, where fr“ui clmost

inev1tabl involves the complicity of employses and dccerulon

of some assoclates or of stockholders, are finding evasicn

|

increasingly difficult, and the consequences of detectﬁon more

Severe,

1 h S . ’ ' ‘ . ’ : : k ) I
From time to time in the past, the French goveﬂnmont
has made use of the fiscal amnesty. This has involved‘the
government 's underteliing not to prosecute persons who volun-

|

on by paying o their beeck texes

s

‘tarily regul'rized their positi
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,egt }delmquencz.es not al,ready be:.ng prosecuted wou_.,d be for—_, ,

W:Lth nelther bacl«. taxes nor f:.nes pay“‘ble, prov:.ded

. “‘he opinion of some experts J,n rctro pec’f

v that the measure vias not onL{ perhaps unwlse« but
,’ ;..’the admi.nistrative‘ r;effulations a;e

t.o have ant:z.cz.pated nor wbere poss:Lble proﬁded i‘or

the clrcumstgnces which would deter dalmquent tgxpa\rcrs

from taklng auvantwe of the amnesty.
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"D, The Influence of Taxes on the Tconomic Structura.

Since virtually every tax levied has economic conse-
quences, there is much which might be said under this heading.

The brief obzervations which follow are confined to a single

3.
]
®
@
2
]

aspect of the economic effect of French tazation\whic
particularly important. '

It has alresdy been suggested that the present state
of French texation can largely bz explained in terms of poli-
tical, economic and social davelopments in the French past.
One can also séy that the tax system as it standé tenda to

. protect and pernetuate the prevailing national economic in-
stitutions and habits. This would be normal and setisfac-
tory were it not that French leaders and many elémants of
French Society have come to recognize that Fraice cannot

fulfill the role they envision for her, as an industrial

|

nétion, a participant iﬂ world trade; & force in world po-
litics, and most importantly, as a functioningvdghgcratic
society providing iis membersg with the standard of living
they expéct, unless the old pattarhs are radically altared.
Thé tax system must contribute to the accelerated evolution
which thsse cbjectives require father than deter it.

France is notoriously a éountry of small enterprises.
Many of these are not econcmically viable, andlin:a trﬁly
competitive environment would not survive. To some classes
of French people it is of great importance not Lo be M"pro-
letarianized®; these peopdle would rather eke out a precarious
livelihood in a tiny'establiéhment of tbéir oWﬁ than he em—

ES

ployees. Soclety conspires to make this possiltls even thoush

the econony would undoubtedly zain by the elimination of many

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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ef these mqrblnal units. The tax system pleys its part in

'this form of pr0ueutlun¢sm in a number of ways,

qnterprlgea. An artisan is defined in the laf as a producer

or suppller of services whose work is prlnﬁlpallJ‘manual in-

B

vqlvxng few toolu and only the olmplést selling facilities,
;agd Wwho is aided onlj by nmembers of his immediate family, one
assistunt and one . upprentlce of less than 18 years of age.

Artlsans aengilt from the 9% reduced rate under the Propor-
ticnal 1ncqme tax, are exempt from the production tax, and

also fxom the local Oholﬂess tax. The result of the dis-

' arimina tion 1n tl“ll favor has been a large increase in the
nu@ber of enterp-lsus cmll:mfr themselves artisanal, ofton
refreséntih‘ the flcl tious splitting up of larger units with
a view to Obta,nlhb the tax relicf. The effect of the pro-

visions concem:mb artisans is to protect and encourage in-

efficient operations gn an excessively small scale, and to
dl&courage snulW oppratora from improving their mathods un-~
"less certain that thﬂ resultant gain will more than offset
the lass of thulr tax advantag
Among other e&ampleu of dis crlmingtlon in favor of. the
small and(aTl too often inefllcient units are various pro-
visioqs penallzin u17neas and economic 1ntm*raulon. The
. spec1al ralsﬂd s of the transactions and local taxces
app%icgble teuretail enterprisss which also do & substontial
whoiesaie bus;ness, and to the branch establishments of re-
taif'enterpriéss, are examples. Another provision of the

trangactions tax legs“ns the a;vkuuages of organized group

- Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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purchasing by'merchants, by ‘specifying that the transfers of
\

.goods between the group organlzatlons and thelr member are

taxable trun actions. The local bus1ness tax discriminates
» |
against blgncss 1n general, and spec1f]ca13y against chain-

_stores. The production tax discriminates against machine

|
|

capital eQuipment (see abovei. ‘The income tax provisions

|
|

Certainly the most important element of tax discrimina-—

tion in favor of smell enterprises, however, is the continued

failure,of the government to take steps to improve assesement
methods and reduce fraud except among the larger entergrises.

|

It is often pointed out for, instance, that many small and

|

inefflclent flrms are able to keep afloat on the turnover

£

production because the tax is in effect levied twice on

against bigness.

¢ v tax recelpts Whlch thej collect from the customers but‘do

|

not pay over to the autherltles. This form of fraud Whlch

often constltutes a substantlal proportion of such firms!

|

recelpts, gives them an artificial advantage over larger

|
|

The classic case of a fiscal favorite is the'farmer.

|

5 . , _ SpoPesmen for the French farmers argue that their 81tuatlon

establishmente which cannot evade.

1s unique. Farming, they contend, is so rigorous, so hazerd—

ous, and so unremunerative an occupatlon that the counLrys1de

|

is rapidly being depopulated. On the malntalnlng of a thri-

|

ving farm populatlon, they say, depends the economic safety,

_.the polltlcal stablllty and ultlmately the future of ELG de~

|

' mocratzc reglme in France. Hence tariffs, pmlec efpensturesq

|

snd tax burden apportlonment aTl must be dlrected toward mini-

|

mizing the disadvantages of agrlculture.
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Ea.ny students' of the French economy would reply that

: French i‘armers have in fact been protected and xavored for

3

;m@st of the past centuxg; and that thls pOllGJ has not only
ffailed to arrest the "fllght from the la.nd" but has lr_rgely
contr:r.buted to the relat:.ve backwdrdness of French agrlcultur

;;RQW Well behlnd that of most of, :Lts nelghbors in prqduct:s.v:.ty.

.'_,,

}Wit respeét to the recogm.zed poverty of md.ny farmers s the,/

'ﬂohld argue that the basic and family exemptlons and related

should be sufi‘:.c:.ent to 'protect farme;c-s R eupec:.ally
(as':Ls ln.kely) farm income in kind remains exempt i‘rom

fon, as for the economic r:l.sks of fdrmmg, these are

‘gréafly almlnlshed nowada;s by the orlce support programs.
1astly, they would ask why the prosperous farmers - and many

:Earmers became wealthy dur:.ng the Occupa’clon and 111 the post-

; ,Tlod oi’ scarc:LtJ.es - should be allowed to beneflt from
laxzel .farmers. )
Whatever cne“ beliefs may be as to the Speclul situa-
‘b:i.on of agrlculture, it is diffieult to uVOld the conclus:Lon ‘
%hat tax rel:.ef oi‘ thv form and mac,nltude now granted is not
justlflablc on gxcunds elther of equity or of econo.a:,cQ. It
~"famers are to be SubSldlZeJ to Gncsb,l.e them to invent more |
"axtensiVely in modarn equlpm.nt the aLbSldy uhovxlcl take t%e
‘form of "oans nm.nted for SpGlelC Purposed, rlot of t.ax dig-
penmtlono wu:Lch in fact 1educe rather than ar*d to the incen~
t:.ves to modnrm.ze. Once the taxation of *’armers has regched .
“a” level where they are bearing their approximate share of the

tax burden, it may be possible to build into the system in-

Approved For Release 1999/09/07 : CIA-RDP78-02646R000500330001-6
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centives to encourara low-cest, high-productivity-per-hectare

operations. f

~

E, Limits to Further Tax Increases |

" The period since the end of the war has been msgked by
almost continous infldation in France. The causes of thét
inflation need not be discusszd here, but caorteinly the[chronic
budgetary deficit has ﬁsually bazen oné of them. TFor thé oL -

sent, overall price stability prevails and there are even

. |
signs of a recession in some sectors, but France's leaders

. . . gl s
continue to be preoccunied with the size and votentially in-

. |

flationary impact of the deficit, which is estimated at dver

700 billion francs for 1953, and likely to be larzer néxt

;}‘_ﬁ/

year uriless vigorous measures are taken to pravent 1t.

; i
13/ This section is preoccupied with the problem of inflation
which has been called the unfairest tax of all) and with
the influence of the deficit on inflation. There are insti-
tutional and psychological obstacles to continued large-
scale deficits in France under any conditions, but it is
mostly bocavse of the inflationery outhreaks which so often
recur in France, and which have been so particularly virulent
in the post-war period, that the deficit iz imvortant. Some
economists fe2l that the danger of inflation is over in
France for the time being. If they are right, it mav be that
reducing the deficit is less important than administsrir
stimdants, The assumption herein is that the dansas
renswed inflation is 11 very real.

e

s
.
1

sti

Obviously one way to close a budeetary daficit

ralse taxes. For several years previous to 1982, t

tax burden rose steadily: this was dues partly te the ki:her
effective rates which bzacame aoplicabkle as nationsl i%come

o to & number

rose and partly to improvaed enforcement hut &l

of important rate increases. Terly in 1952, two succaasive
Governménts which ventured to rescommend new rst - {ncisases

{those of MM, Plaven and Faurc) fell, in considsrable nurt

because of their tax propo . The two subseguent éovernu
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ments, those of M. Pinay and Mayer, despite growing expendi- = 8
tures and Treasury difficulties in meeting current obligatiocns,
céutiQusly'refrained from asking for tax increases of any sig~. . &
nificénce and took care to insist that the tax reforms which
.they proposed would not involved higher taxes. M, Laniel , :

: obtalned parliamentary corgent to modarate increases in the

vaicohol oil product und stanp taxes only in ordsr to meet a
, -

spac;al Treasury emergency. Indeed, no political leader, as
this is written (September 1953), seems ineclined to say that
there should be new increases in the major taxes, despite !

disappointing yields recently as a result of the business

s 1 —

stagnation.
Before concidering whether in fact scme sort of tax B

~celling has been reached, alternative solutions to the pro-

 blem of the deficit should be examined.

‘In 1951, public expenditures (including social security r
hengflts, constituted almost one-half of net national 1ucome, {
&8 compared with- Just over 30 in 1938. The component ole~ !

1
mentu Were as iollOVb (1n percenteges cf national income):
2/ Rapportu sur _les comptes provisoires, pe 4l
193¢ 1951

Ellltary 3.3 9.2

£ivil government Sy 1l..

Transfer payments 13.5 18.6

{of which social Security)(l..4) (10.1)
Econoric subsidies, .
investment, reconstruc- 0.8 Zs5
tion ~31.0 47.1 g
It is, of course, because the role of public expenditures :
in the ecbhomy has expanded so much that revenues have had (o be
i L3
\
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increased so vreatlyg That obtaining the ravenues needed
; PR o

has CrCabCH problems is not surprising. It is nct true

r A5

ceyments to

one might thlﬁ“, that just because most of the
. Pt

the State come back tc the taxpa ser in one way or anmtrﬁr
through éxpenditure, the rrising of tuxes and sther exa [ ions
need create ne grect difficultieso Pegérdless of what 1e may

galn from the zovernment's eyvend:tures, each citizen's

hablts, morals and eéonomlc incentives are ”Pfect d by‘Lis
efforts to adjust to the hesvier exactions. ‘

_Cen substantial reductions be made in any of these

expenditures? This cuestion has two aspects: (1) Can any
|

entire programs of government spending activity be abandoned

or greatly curtailed? (2) If not, what are the possibilities

(1) It is scmetimes contended that the State 7hould
cial security., It mey well be true that for a fov)rnm{nt to
asgune as large a role in the national economic life 3a‘that

flnance Monnet Plan investment, it -oqu have to be financed

of economies in eletlhu programs?

reduce its commitments in the flelds of investment and so-

of the French government has important disadvantages. Rut

the alternatives mus t be conuldernd° If the State did not

: by the investing enterprises, Unless they could finance
their projects by selling bonds to the publlu (vhlch hgs not

to date been possible on the scale requlreu because of the

insufficiency of savings available for investmeont), they

would have to ralse the prices of their products (coal, steel,
electricity, etc.) to cover investment, which would have an
inflationary impact comparable to thet of public UunenJJtur@

unmatched by receipts, Similarly, if the State did not pro-

i
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atls t;cs shou that o5 benafits have risen, real wages
eplin d; wapes—plus~bcno;1ts today are roughly the same
tion of national income zs Weages alone before the war,
e benefits were negligible. It is here assumed that em~
yers would recoghize the necsssity of compensating imme-

; e],i and 1n i'u.l1 for any cur tailment of benefits..

£ the& expendlture would Kot be changed by the hifﬁ; of :
’chere :Ls another set of slternatives; the mvcsLm“pt
ects could bc bcmconed al to,;,ether and the alr aady low

3t ,dard of l:Lviny of employees allowed to drop, but the con-

es ,oi’ tk;ese choices are certainly too serious t,,o envi-

blem of mflat:.on is not a sound one. It should be added

owi g numbw m Frenc;hmen are saying that Fr nee must. re—

her mlh,.utury cc‘zm:.tmvntv. This mey nappen » but irf m

8} itfis not‘ at all cer;.a:m that the I'Cuults for Fra.nce and,

e. World' my not ao catas ,roph:.c. From a atreuef,lc pcmt of

s
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view, Frencn m1l:tarJ~ohnend1ture may if un'thln? bn 1nddo—

uate. “In any . case, major reductions in tho ailitars 7 budget
q o E] J

(2) Assuming, then that no elimination or heavy cur-

teilment of mzjor expenditure progrems is to be expected,

do not seem likely in the near future.

the next question is whether there are Pconomleu to be made

in the existing orogr&mu. Fo budget exists that does not

contain some 1tems which could be dispensed with, but pres-

FEM

sure to cut expenses in Frunco has been so unceas ing over the
. past few years that what is left is apt to be either really
indispensable or of rock-bound rolitical impregna ability.

’

Furthermore, as each new budget is drawn up, the Government

must de01dn whether lmﬂortdnu programs which yeer after jyear

have been put off or ullott d wholly inadequate amount can

6]

be neglected once more. The pressure to increase expenditures

When an item is found which should be reducec in the

more than balances the vressure to reduce them.

interest of sconomy, the parliszmentary resistarce or the

outery of the affected grovp is often so formidable that no
action is rossible. If there is no prrliementory mejority
prepared to support tax increases, neither does there seem
P

to be a msjority prepared to accept a substantiel progran of

budgetary reductions.

.

It must be recognized, then, that the possibilities of
reducing expenditures are limited; indeed, their predominant

tendency is to increase. The other alternative to tax in~

ww

Dok

creases iu borrow1nc from the bulec. That “rOowa Goverri—
ment has hopes in this direction is attested by the recent

announcerent of the Finance Minister that much of the produc-

)
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;nyeqtment hltherto flnvnced by the oox“rnment Wlll
he eforth be. flnhnced bj bond issues offered by the 1n'es—4
enterﬂzlses. This uould obv1ously'be a dea;rabTe al-

e aﬁ;ve to budvetary'flnanCLné, the only queutlon is whe~ , -

,the; &he»capltal will be forthcomlng. The 1nd1f¢ergnt‘suq7

of 19 52, hlth 1ts un-

gives some cause for

hac ﬁned to add that

Fbr th@ present it is clear thgt the Governmcnt 1s

g on eccnom;eu, borrowing and better tax enforcemont

3 1ons.' But it is ros=1ble that tax lncreaues may have

ito be prgposed a&ull. .What are the cbjections and the ob-

'to such ;ncrpaae

In'the flTaD pluce, it seems cleax tha+ t‘ﬁ c‘uncea of
s;gniflcant tex increases through the p¢r11ament

are sﬂ;m undvr pLesent 01rcunstan0eo. If anything, taxes

";:may ‘e §l;ghtly lOWgreq; the Govermment has ludicated its

[ willinghess to sponsor limited tax relief measures.
The economlc obgectlons to tax 1ncreases are:
(a) That baxes are alTOMdj $¢ heavy as to show signs

« 2/
“fof inhibltlnh bu51n35u 1n1t1at1ve and expansion.

E _There 1s perhaps some tencdency to exazgerate thase effaociz
ih@ﬁevvr' The protectionist, non-competitive tradition, and

/ fears of war and of internal strife, are more i”';r%ant than
~high taxﬁs in account¢ng Jor entrepreneurial lethargy.
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(b) That significantly higher taxes w111 1novnia 1y

raise the general price level, because taxes cre so readily

shifted. Alrerdy prices are so high as to causs serious ba-

~Lance—of-payments difficulties for France, because she cannch

|

(¢) That higher prices will intensify social injustice.

export erough to pay for necessary imports.

In a country where purchasing power is abundant and fairly

well distributed, the raising of taxes which enfer into nrices

] k3 o 3 . - y
can be justified as en anti-inflationary measure. Where, &s

in France, larce portions of the population live very noorly
> o £ & o 2

the harm done by raising such taxes may outwolgh the gain.
If the result is a raise in wages, as it well mizht be now
that France has a sliding-scale wage aw 2ftaching minimum

wages to a cost-of-living 1ndex, the injus tice Jould be'ten~

porarily relieved for many,’but a new inflétionary soiral
“On the other hand, there are unquestionably F renchmen

o

who should be contributing more in taxes to the communit

might ensue.

than they are. TIncreasing thelr contribution involves two
VA 2 .

main problems: assessing them accurately and {mvosi

which they cannot shift. The difficult rroblem of

ment, partly a ououtlon of le"lsTatlve favorifism and partly

of evasion, has been discussed. The shifting of taxes on

business earninr” can only be avoided by the davelopment of

real Competltlon and the disappesarance o those Meelleris

market" conditions which enable the businessman taxpayer to
raise his prices at will. Tt may be tbat current bu 1neas

conditions are making it harder to shift the income taxes,
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ot necesaar;lj be, Shlfted to. consumers,

?ax,regorm WQuld Seem to be a prerequlslte to any

k: ;nqreawe in tex raqes. When a tax oyutem is lne—
table, when 1t has wndesirable .geonomic effects, then the
‘ ‘the ratqs &9 the more se"lous do those lnequltles

; aag detrlmental.eﬂfnctg become. The damage being done by

‘the present taz wtgucture, in 1nvr0a31nv the hostllltJ betucan

' PQups 1n corrodlng civic sg;rlt and morality, and ‘
5"1& en lggng effortu to achleve hlgher productivity in indus-
( mmercg, 1s aTready serious. If tax lncreases are
tgnu;fy the ddmd*e novi being done, they must be pre~

_cgowpan;ed by minimal basic. reforms in the Jethods

skmany
1él problems should aTways begvare of assuming
‘e,ernchido{not reclize that anything is wrong, or
x prec;se notlon of what the dimensions

lflcant gspegtq Qi the problem are, or (3) that they

' Awarenas% af;thu dcfects of the & rench'tax s/stem is

?tax efonm proposals, by,no means all of them motivated merely

¢ L Y
[ v,
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by thenSElfish'interests of their proponents. Thé‘lack of
improvement ih the tax situaiion is due noﬁ‘tétﬁhé paucity of
. ideas to choose from but to a distribution of bolitical forces
‘ﬁhich makes cénstructivé action extfemelyvdifficuit té achieve.
~To describe and analyze the taﬁ refornm vproposals currently
being discussed in France would double the length of the present
studj. The purpose of this brief section is merely'to give a
généralmidea of some of the types of proposal‘ﬁeihgfﬁédg.

Tax reform pfoposals might be divided into three cate-
gories. First, there are the projects emanatinﬁrffom.Govern—
ments themselves and from coﬁmittees appointed by G&Qernments.
Then there are the unofficial proposals for partial reforms
of'felativeiy‘limifed scope. Lastly, ihére are ﬁhé’ﬁropASals

for roobt-and-branch reforms involving changes throughout the

(%

whole tax system.

(1) 4 good example of the first type of reform prono—

I

sal is the bill brousht into the parliament by the Pinay Govern-
ment late in 1952, mutilated by the Finance Commitiee of the

lower house and finally withdrawn a few weeks bafore the fall

2—2/ - i
The Pinay Government's bill, the first major reform
22/ No. 4579, Assemblee nationale, Annee 1952, Projet de loi
portant reforme fiscale (1952).

of the Pinay Government.

SR

project-to come before the parliament since 1948, was the
long-promised response to repeated demands from virtually
all parties, as well as labor and business organiiations,

for new tax reform legislation. It was based on a report
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drawn u.p b,f a speg;,{al;y ndmed ;;qmmtt ee of experts. As soon

Mlnlgtere d@sMFlnances Serv1ce des etudes economiques et
; Qie*ee, Eggggg&_ggggggg de la Commission de reforme fiscale
’&he so-ca..led Lorlot Eeport. ) o

ot

k'aﬁ‘tﬁé’Govefnﬁént hlll Was publlshed howaver there were

all,

”*Eﬁ%cries from ail uldeS that thls Was ho tax reform at

axist;ag leglslation. Actually, hOHeVLT, the host111ty shown

"’y GOVanment's Dlll in the parllament was not due

; tonit 1nadequacy, but to prov151ons whlch spec1al 1nbere3u

t tax eform deurees whlcn woqu become law 1f rot eltered

e, cted by the parllament Hlthln a glven tlme, p*oduced

o1, "“Qf these propoeals _the Tatter vag Wltﬂ—,

;by the LanleT Covernment in the face .of strong parllg-
“fmentary‘hostlllty, whlle the dmad11ne date for actlon .on the

‘ fcrmer has been pushed back° The presone Povernment not

having obtained powars to promdlgdte tax Iefelms bJ docree,
h&s promlsed in 1ts turnﬁto orlng a tax reform blll befoee

. the par7 lament .
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It seems likely that in the auxhority tqmpgqgulgape

reforms by decree under the sort of permissive leglslation

!

enacted for the Mayer Government lies ths best hape for achie~

ving changes of any significance. But the authority 17 gran-
ted reluctantly, and reforms by decres can easily be done

by the parliament, as was demonstrated with the 1948 reforms,

& number of which have been effectively cancelled by subse-

|
|

(2) In the second category of reform proposals falls

quent parliamentary action.

8 gfeat variety of unofficial projects fo: partial reform,

It may perhaps be usefull to point out anvimpoftant cleavage

|

between their propohentsu On the one hand are those who

take the;attitude already described that voluntary self-

« assessment can never be made to work satisfactorily in France,

boﬁh becguse declarations will never be honest“aqd:pecarse

* enforcement methods of the rigor required will never be‘popup

larly acceptable, Therefore they favor impersonal, "scientific®

assessment based on surveys of the earnings of representative

wealth for individuals and of such indicia for bﬁsinesglfirms
as physical size of establishment, number of emplbyees, 8%C.,

|

seems to find favor with & surprising number of critics(k

economic units, The extended use of external gsigns of

Some of these taking a pessimistic view go s0 far}as to‘argg‘thatt
incomﬁ taxes gsimply cannot be made to work well in ?ran e,
80 %that reform efforts should be concentrated on perfecTing
the consumptlon taxes. From the short-run viewpo;np, aT
least, one can hardly criticize the pessimism on which These
proposals are based. There are, however, more optimistTc

students of the tax system who feel that the income taxes
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ys pro ce inexact and arbitrary appraisals of real 1n-‘

n&'that heavy consumptlon taxes w1ll always cause the

lcwer—indbme groups to bear more than their fair share of the

: Uney proposal which has aroused considera‘ble interest

: T
1is for a '1ow~ra.;e (perhaps 1%) tax on net worth. This tax
might ultimately replace some of the other taxes on capital

mostly 1evied. on property transfers. One of 1ts prin— -

ﬁwmai advantages would be the information which its assess«

mant A ul;:‘pr‘oviide concerning sources of income.
(3) The root-and—branch reform proposals are distin-mu

‘d from those Just discussed not by being necessarlly

fratives du Syndicat national des cadres des. conj;ribu—
tes ot du cadastre (F.0.), La réforme fiscale (1951).
Zh.%g,) tl;e special merit of containing summaries of
‘other comprehensive reform proposals under public
in 1 51., . o .
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=01~
posal ic§.g root-and-branch reform which is now béfﬁg dis-

cusSed; this section concludes with a very brief éﬁﬁmafy of

Hpét of the existing taxes, and the allowances for

their proposal,

familigs,,pl& workers and econoﬁically handicapped persons,
would, be abollshed and replaced by o

| (a) A broad tax levied on the Mya e uﬁﬁwd" by ‘Jl
vpersons or fi:ms g@liirgvg@odj o cervices (Ircloding aériw
cﬁltural goods and prefessional ésrviceé). w1tu é fanb J
between L5 and 3‘%

_ (b) A proportional personal income tax (proposed rate
‘10%), possibly later t@ be supplemented by a proportional
surtax on income abqve a cer$a1nzlevq+n :Qhere would be ne
bggi@légg@pti§ns or similar provisions, for_re%%o@?inoteﬁ
b;lowo:.Tgis tax would bs levied cn undisgribuﬁechorpprate‘

(¢) A singls tax on net worth (propbssd rate 1%) %o

|

(d) A singie local tax based largely on the benefit

earnings as well as on persouns.
‘replace all other taxes on capital.

principle, on the assumption that iocal expenditureé of common
benefit would thencefcrth be covered by the central government.
(e) A social alTawance. desigred to take the piace of
the present allowances for families, old workers ana economlm‘
cally handicapped persons; to make pos 1tle the elzminatlon
of personal and family exemptlons and income~spl ftting fr@m'
the income tax; and to give +ha “tax system a somewhat pro=
gressive character. Eaﬂh_Frenchmang adult or “hll& would

be éntitled to an allowance of something like 5,000 te 6,000
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f ncs par month; this would. ensure & minimum income to

a' ry member of sogs:.ety. Bach fa.mily head would maintain

! Ja rmming account with his tax allowa.nces due him and his

E . bligations. He would make a payment to the collector

he collector would pay him at the end of each month,

: 'depending on how the balance of cbligations stood. (Well-
‘tqraq.pegple, would, of course, always.be meking pay;ents
"ﬁhilé'podr people would always be receiving‘them.)

| " The ambitiousness of this project is in striking con;

.tz'ast to the modest reforms being considered at the political

e

. There is. however. small likelihood of a comprehensxve
ref,'orm”of this scope being enacted within the foreseeable
bf'u.ture. Nor does this proposa.l. interestlng though it is,
seem fo make any real contribution to solving the problem of
'asfessing aecurately the bases on wh:.ch the taxes are to be .

levied..
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_QAIEQIALS USED
- : .
A, The Tax Law _ ‘
Qgﬂg généra des impots et Annexes avec annotations et renvols,
"B_jour au ler ncvembre 1950 (Dallcz editicn, 1951)

B: Descr;gtion and Analysis of Legal Provisions

Laferridre, J. et Waline, M., Traxté élémentaire de science

-gh.de législagggn f;nanciéres 1952

Trotabas, L., Precis de cience at legislation flnanclere (195?)

LRERENY

Vedel, M., Cours de législation fin&nciére (1953, memeographed)

C. Tax Statistics ‘
Ministére des Finances, entai re de la situation finan-
, ;;g;;g { 1213 12% 2 1946 5

Ministére des Finances, Secrétarlat d'Btat an Budget, Le Bud-
get de 1952 (1952)

Ministére des Finances, Statis giguss et _etudes financiéges
(especially issues of October 1952 and January, April
and May 1953) ‘

Haig, R. M., The Public Finances of Past—War FTPnce (19L9)

Trotabas, L., Les F1nan@es b11 uss et ieg i_po*s de %g
Erance (1953) R

D. Gritical Apalyses of the Tax §vstem ‘

"Apercu sur la fiscalitéd®, Leﬁtre aux militants, January -
February 1953. '

Duverger, M., series of articles entitled "Chacun sa part",

in Le Mopde, February 5-8, 1952,

MFaut-il taxer la dépense ou le revenul", Le Mynde, June 1, 195Z,
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: 'Igggzgggigggl Comparisons
‘Lgnfenburger, H.; Finapnces comparees (1950)

Piatier, .; "Fiscalité comparde™, géa;itég February 1949

Uhited N&tions, Economic Commission for Burope, Economic

g v Third Quarter 1950, "Changes in the
tructure of Taxation in Eurape" . .

12&@-» First Quarter 1952 “Taxes on Wages or
Rmplcyment and Famlly'Allowances in Eyropean Countries"
STER 3’, : plar Subjects o] o T
1. The S Taxes

La.uré M.. La ‘gage sur la valeur gjggg e (1952)

WPremier rapport sur les travaux de la Commission 'Productivit(

ot fiscalitd! =, Statistiques et études fin&nciéres, June

2952
Rothschild, o M@W (1953, typescrlpt)
Shoup, C S., The Salgg Tax in zgngg (1930)

2. Zax Fraw |
Egg;ii January 1949, special issue oﬁ decline of civic spirit
° 4n France,
“L’;amnistie fiscaleé‘f. L”Ecgggm » April 24, 1952

5208 . ﬁ gurse, March 1952, special issue on
tax fraud, )

Rsynaud P, L., "La fraude fiscale a la lumidre de 1'expd-

rience francaise" w, 1948 no. 3

Eb. b5?9. Assemblée nationale, Annde 1952, P;gjg de loi
ngx&gni_;ﬂ:g;mgﬁﬁiggglg (1952). The original Pinay reform

B4l

Hinistére des Finances, uervlce deu dtudes économlquas et
financieres, Rapport s néral de
Liscale (1952), The raport of the
- which the Pinay bill was based.

"Leribﬁ Committee" on
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‘ - Chretien, M., ed., Lo réforme fiscale (1949) )  :; ;Ji‘

(LR B

,‘ 3 REE . . B } : . R T Lo :
<« Chretien, M. ed., "Le provléme de la réforme de la fiscalitd
| ) francaise," Public Fipance, 1949 nc, 2, 1951 no. }, and 1951

no. 2. . n

Constant, J., series of articles on tax reform in Le Monde,
October 25, November 1, 12, 25-27, 1952 .‘

"La réforme fiscale", L'Egopomie, April 17, 1952

"Les intérets professionnsls en face de la feforme_fiégale“,.

i ge Mopde, Novembsr 19 and 20, 1952

"Wlignes directrices d'une réfcrme.fiscala,“ Réconstruction,
June 1951 (supplement)

s s

Wﬂéforme fiscale" (ancnymous article apparently by P. Uri),

Bédalitds, November 1950

Syndicat national des cadres des Contributions directes et
du Cadastre (F. 0.), Commission d'études dconomigues,
financiéres et administratives, La rdforme fiscale (1951)

Uri, P.,, series of articles sntitled "A la veille de la réforme
4 _ fiscale," Combst, November 16-19, 1948,

Ministére des Finances, Service des études dconomiques et
financieres, Bapports sur les comptes provisoires de la
pation des anpdes 1951 et 1952 et sur ls budeet dconomique

fe l'apheo 1953 (1953)

Brochier, H,, Finances publiques eb redistribution des
. Xevenus (1950 ‘
Barle, E. M,, ed., Modern Franee‘(1951)9 especially cha, 4,
17 and 19, '

Ellis, H. H., ed., Economics of Freedom (1950); ch. 7, "France:
.Be@@nstrustimn and Development®

Goguel, F,, France under tie Fourth Republic (1952)

Leroy, F., and Uri, P.,, "Les problémes é@@nomigp@s et finan-
cisrs®™, Bpcycliopddie politigue da la France ei du mords
(1950), v.2.
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4 series of articles entitled "Les ddfauts d.e
a1 tribgt;ou" Ag Morde, December 10-13,. 1952 (with
der ccunments, December 27, 195 2)

poasib.‘.e to faire dss économies". Réallt é .

[

} 9 "The Pmblem of French Recovery . m
June 1949,

R S

"French Monetary and Fiscal Policies sinee
r&t " Bg L5, June 1948
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